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WEDNESDAY, JANUARY 23, 1957 


House or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 


Washington, D. C. 


The committee met at 10 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Messrs. Spence, Brown, Patman, Multer, Mrs. Sullivan, 
Mr. Reuss, Mrs. Griffiths, Messrs. Ashley, Vanik, Rutherford, Coad, 
Anderson, Breeding, Kilburn, Medonetiait: WwW idnall, Betts, Mumma, 
MeVey, Hiestand, Seely-Brown, Henderson, and Chamberlain. 

The Cyaan. The committee will be in order. 

We have met this morning to consider H. R. 3109. 

(The bill is as follows:) 


[H. R. 3109, 85th Cong., 1st sess.] 


A BILL To amend the Small Business Act of 1953 to increase the amount available 
thereunder for business loans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the fifth sentence of section 204 (b) of 
the Small Business Act of 1953 is amended to read as follows: “Not to exceed 
an aggregate of $215,000,000 shall be outstanding at any one time for the pur- 
poses enumerated in section 207 (a).’ 

Sec. 2. Section 204 (b) of such Act is further amended by striking out $375,- 
000,000” each place it appears and inserting in lieu thereof “$440,000,000”. 

The CHarrmMan. Mr. Mumma. 

Mr. Mumma. It seems to me it would be a good idea to set a 5-minute 
rule on questioning so that we will give every member of the com- 
mittee an opportunity to question the witness if they desire. 

Mr. Patman. Mr. Chairman, I suggest that we have a 5-minute rule 
and alternate from side to side, the first time around. The second 
time, we don’t need to. 

The Cuaimman. I don’t think we are going into all the questions in 
regard to the Small Business Administration this morning. 

The Small Business Administration extension will be considered 
later this year and all the questions will come up then. This is just a 
question of giving them more money in an emergency. 

Other questions as to how long it should be extended, whether it 
should be extended, and so on, will all come up at the proper time. 

There is no use going through all that now because that is not to 
be considered. The only question to be considered here today is 
whether we should give them more money. 

Mr. Parman. But the 5 minutes will apply to the first go-round, 
order to give every member an opportunity to question the wiineds,. 

Mr. Mo MMA, I think that is fair. 
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Mr. Parman. I suggested that years ago. I have been in favor of it 
all the time. 

The CHarrman. We have with us this morning Mr. Wendell Barnes, 
Administrator of the Small Business Administration. 

Mr. Barnes, if you have a prepared statement, you may read your 
statement without interruption and then subject yourself to interro- 
gation. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION, ACCOMPANIED BY W. NORBERT 
ENGLES, DEPUTY ADMINISTRATOR; DONALD A. HIPKINS, 
DEPUTY ADMINISTRATOR; ROBERT H. MONTGOMERY, DEPUTY 
ADMINISTRATOR; JULES ABELS, DIRECTOR, OFFICE OF ECONOMIC 
ADVISER; PHILIP McCALLUM, GENERAL COUNSEL; AND KEITH 
L. HANNA, CONTROLLER. 


Mr. Barnes. Thank you, Mr. Chairman. 

My name is Wendell B. Barnes, and I am Administrator of the 
Small Business Administration. 

In order to permit the Small Business Administration to continue 
approving loans to worthy small-business concerns, we are requesting 
an increase in the legislative limitation on business loans outstanding 
from the present limit of $150 million to $215 million. 

The demand for SBA financial assistance has continued to increase 
to the point where, once again, this agency has loaned nearly all the 
money the Congress has granted it for loans. Through December 
31, 1956, SBA has approved 5,160 busmess loans for a total of 
$235,750,000. 

When I appeared before this committee a year ago to request an 
increase in the agency’s disaster loan limitatien, the $150 million 
limitation on business loans appeared to be adequate through June 
30, 1957. 

This estimate was based largely on experience during the first 2 
years of the SBA’s lending program. In each of those years, the 
volume of business loan applications rose in the spring, but then 
returned to a normal level in the summer and fall months. 

However, in 1956 this pattern did not hold true—the spring in- 
crease was followed not by a decline but by an almost ja rise in 
number of applications. In October, applications reached an all- 
time high of 692, followed by 685 in November and 603 in December. 

This volume of business loan requests is almost double the 350 appli- 
cations per month we had anticipated, and had provided for in the 
agency’s budget for the current fiscal year. 

The rise in applications apparently is due to several factors: 

1. The present high level of business activity with higher prices for 
inventories and higher wages, along with a record-breaking capital 
goods expansion, has resulted in an enormous demand for credit. 
Bank credit has expanded in order to meet the demand, but the 
volume of loan applications coming to the Small Business Adminis- 
tration continues at a higher level. 

2. The popularity of the Small Business Administration’s limited 
Joan participation plan, under which we will join with a bank in a loan 
to a small firm up to a maximum of $15,000 in Government funds, or 
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75 percent of the loan, whichever is smaller. ‘This plan was begun a 
little more than a year ago, and is especially designed to meet the 
credit needs of small ret: ail, wholesale, and service firms. C urrently, 
about 22 percent of the business-loan applications filed with the 
agency are for loans of this type. 

Within recent months the Small Business Administration’s Loan 
Policy Board has extended loan eligibility to certain types of firms 
which previously were excluded from the loan program, such as 
privately owned hospitals and nursing homes whidh are operated for 
profit, and motion-picture theaters. 

4, Another tremendously important factor in the heightened loan 
activity is the fact that the banks are steadily growing better 
acquainted with the SBA’s programs and services, and are calling 
upon it to help with the credit needs of the small firms they serve. 

On a cumulative basis through last June 30, banks had participated 
in 68.6 percent of the loans ap proved by the agency. During the first 
half of this fiscal year their participation has been even greater— 
they have shared in more than 72 percent of our approved loans. 

In this connection, I might point out two changes in the participa- 
tion loan program resulting from the present credit situation. First, 
the number of banks asking the agency to participate in loans on an 
immediate basis, rather than on a deferred basis, is increasing, and 
second, there has been a slight increase in requests from banks for the 
agency to purchase its share of disbursed deferred-participation loans. 

Although these trends do not affect the balance of our legisl: itive 
loan limitation, they do mean a quickened demand upon the agency’s 
loan revolving fund. 

As of December 31, 1956, the balance of the SBA’s business-loan 
limitation has been reduced to $12.9 million. At the present rate of 
loan approvals, this amount will be fully committed early in February. 

If, as seems likely, the normal spring increase in business-loan 
applications occurs, and the present credit situation remains un- 
changed, we estimate that business loan applications to the agency 
will average at least 700 per month for the remainder of the ‘fiscal 
year. 

At the present approval rate, these will result in about 350 loan 
approvals per month, averaging $36,000 per loan, or approximately 
$12.6 million in loan approv als each month. 

We therefore recommend to the Congress that the present legislative 
limitation of SBA business loans outstanding be increased by $65 
million to a total of $215 million. This amount should be sufficient for 
business-loan approvals through June 30, 1957. We have made no 
recommendations concerning agency needs beyond that date, since 
Congress undoubtedly will study the legislative limitation on loans 
when consideri ing extension of the agency. 

Of the $125 million legislative limitation on SBA disaster loans 
outstanding, about $83 million remained available as of December 31, 
1956. This amount should be adequate for the remainder of this fiscal 
year. 

In conjunction with the request for an increase in the business-loan 
limitation, we also have asked the Congress for a supplemental appro- 
priation for the agency’s loan revolving fund, and authority to trans- 
fer additional sums from the revolving fund to the appropriation for 
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salaries and expenses, in order to provide additional staff for the 
increased loan-application workload. 

I appreciate the opportunity to appear before this committee and 
I will be glad to answer questions or supply any additional informa- 
tion the members m: iy desire. 

I might point out that the method by which we have arrived at this 
estimate has been furnished, and although the apparent increase in 
the limitation is $65 million, the estimated requirements is a larger 
figure, $82.8 million. 

However, due to the fact there are repayments each month, it will 
not be necessary to have the limitation raised to the full amount of our 
requirements. 

The Cuarrman. Mr. Barnes, your estimate of the necessary funds 
for the Small Business Administration is based on the fiscal year 
ending June 30? 

Mr. Barnes. Yes, sir. 

The Cuairman. Now, the life of the agency extends to July 31, does 
it not ? 

Mr. Barnes. Yes, sir. 

The Cuarrman. You have made no estimate as to what might be 
used during that month, if there might be some delay in extending the 
life of the agency ? 

Mr. Barnes. That is correct, sir. We had a legal question as to 
whether it was felt that the agency would expire on June 30 or July 31. 
These estimates were made up at a time when it was felt that the agency 
would expire at the end of June, and that we should not ask for funds 
beyond the current fiscal year. 

It is true that, due to the fact that 2 years ago Congress extended 
the agency for 1 month, through July, to be given an opportunity to act 
on legislation then pending. W hen the statute was actu: lly passed, 
the extension was made for 2 years, so that it did bring it to the end of 
July 1957. 

If this committee feels that it would be wise to put in a figure beyond 
June 30, then this estimate should be increased accordingly. 

The Cuamman. There is no doubt that the existence of the 
Administration extends to July 31, is there? 

Mr. Barnes. No longer. We now have legal opinions that it does 
extend until the end of July. 

The Cuatrman. And you feel that $65 million is all you can use? 

Mr. Barnes. Through the end of June, yes, sir. This estimate is 
not through the end of July. The figure of $65 million should be in- 
creased by at least 13 to 15 million dollars if it is to extend beyond this 
fiscal year to the actual date when the agency is terminated. 

The CHarrMaAN. Without any extension resolution, the agency 
would still be in existence until July 31? 

Mr. Barnes. Yes, sir. 

The Cuarrman. You would still have all the powers you now have. 
Why should you not include that? 

Mr. Barnes. Well, we should, but we are required usually to make 
our estimates on supplemental appropriations to the end of the fiscal 
year. 

The CuarrmMan. Have you an estimate as to what you would use in 
the additional month ? 
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Mr. Barnes. I would give you an estimate of $15 million. I would 
increase the $65 million fioure by another $15 million. 

The Cuarrman. Do you think that would be ample to take care of 
all the applications ths at you could grant in that time? 

Mr. Barnes. Yes, sir: on the basis of our present experience, and 
anticipating no other le anges in the general credit picture. 

The Cuatrman. I am sure the committee would grant you a larger 
amount if you felt it was necessar y. 

Mr. Barne s, Well, we have arrived at this figure, sir, based on what 
thee ‘xper ience has been during the past 6 months, and we have allowed 
for an increase of roughly a hundred applications per month, and about 
50 to 100 loan approv: als a month, over the current level of activity. 
Now, if there is a major change in business conditions, this estimate 
would be in error. 

The Cratrrman. Mr. Patman. 

Mr. Parman. Mr. Barnes, the Congress has always given you the 
amount of money you asked. That is correct, is it not? You have 
never been turned down? 

Mr. Barnes. With the exception of the very first time. 

Mr. Parman. That is the 84th Congress ! 

Mr. Barnes. Yes. 

Mr. Parman. The Democrats have never failed to give you what 


vou wanted ? 


Mr. Barnes. That is correct. 

Mr. Parman. That is correct. 

Mr. Barnes. Yes. 

Mr. Patman. Is the hard money policy affecting small-business 
people, according to your judgment ? 

Mr. Barnes. We have had certainly an increase in business loan 
applications during the past year. 

Mr. Parman. Do you think it is because of that? 

Mr. Barnes. I think that there must be some connection, yes. 

Mr. Parman. Some connection. All right. I will wait until I 
come around the next time after the other members have asked you 
questions, but, Mr. Chairman, I would like the privilege of inserting 
in the record a statement I have prepared in connection with the 
Small Business Administration, including a chart. References in 
this statement to “this committee”, mean the House Small Business 
Committee. 

The CHarrman. Without objection, that may be done. 

(The information is as follows:) 

The absence of adequate credit facilities for small business is, of course, no 
new problem. Congressional hearings and reports are voluminous on this 
subject. They all attest to the fact that if a small-business man is to develop 
successfully and keep pace with the Nation’s general economic growth, he needs 
to be able to supplement his own limited capital resources with outside credit. 
In recognition of the importance of credit to the growth and prosperity of small 
business on the one hand and the practical difficulty of small business getting 
adequate credit from private sources on the other hand, Congress provided for 
special financial assistance by the Government to small business firms. Until 
1953, this lending function was carried on by the Reconstruction Finance Cor- 
poration. 

The lending functions and aid to small business were carried on jointly by the 
Reconstruction Finance Corporation and the SDPA. In 1953 the Small Busi 
ness Administration was created to assume the small business lending func- 
tions of the RFC, along with additional functions granted to it by Congress. 


87232—57——-2 
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In the depression years, when credit was desperately needed by both large and 
small businesses, Congress had created the RFC to provide credit not other- 
wise obtainable by loan applicants, regardless of their size. In 1953, after the 
liquidation of RFC, the SBA was created to meet the special credit needs of 
small business. 


Scanty appropriations are not the limiting factor 


The 1953 act authorized SBA to have up to $150 million appropriated to it for 
business loan purposes. Despite the authorization for such loans, at no time 
have the SBA officials advocated sufficient appropriations to promote a genuine 
small business loan program. It should be noted, moreover, that appropriations 
have not been the limiting factor in the SBA’s lending program. SBA has 
loaned, or authorized to be loaned and actually disbursed, far less than the 
amount of funds which Congress has made available. 

In connection with the appropriations for SBA’s loan activity, the moneys 
appropriated by Congress pursuant to the request by the agency for each fiscal 
year were as follows: 

1954: $55 million. 
1955 : $25 million. 
1956 : $45 million. 
1957 : $50 million. 

These amounts appropriated by Congress were not earmarked for either 
business loans or disaster loans. The authorization provided by Congress 
for both funds equals the total of $275 million. The whole amount appropriated 
as requested by SBA totaled $175 million for the entire 4-year period. 


Many requests—few disbursements 


In this committee’s report, House Report 1045, it was stated: 

“On the basis of SBA’s records submitted to this committee, it is estimated 
that SBA has received inquiries concerning loans at the rate of about 11,000 per 
month.” 

Subsequent to the hearings held by this committee in March of 1955, which 
required the Administration to retain all correspondence, records or inquiries, 
ete., the SBA submitted to this committee figures which indicate that the 
monthly inquiries for loans continued at or about 8,000 per month. 

The decrease from the estimated inquiries of 11,000 per month to approxi- 
mately 8,000 per month was caused mainly by the intepretation placed upon 
inquiries by SBA and the additional restrictive provisions applied by SBA 
personnel. Not all inquiries were classified as inquiries for financial assistance. 
Despite these restrictive interpretations, the rate of inquiries and the differential 
of the number of applications permitted to be filed remain high. 

It has been the SBA’s policy, however, to discourage small-business people 
from filing formal applications. SBA instructs its field offices to discourage 
the filing of an application unless the field office thinks the loan is going to be 
approved. From past experience, moreover, the field offices have learned that 
only a few applications will be approved. 

In its operations through October 31, 1956, the SBA received 11,737 applica- 

tions. These applications successfully passed the SBA’s screening operations. 
SBA authorized a net of only 3,792 of these applications. Of this number, only 
1,379 were direct loans, committing SBA to $57,330,779. Disbursements had 
been made on only 897 loans, involving a total disbursement of $36,237,896. 
By the definitions of “small business” under which SBA has operated its loan 
program there are at least 314 million business firms, accounting for somewhere 
between one-third and one-half of all the nonagricultural business done in the 
Nation. 

The following is a table itemizing business and disaster loans approved and 
disbursed cumulative from the beginning of the operation of the Small Business 
Administration through September 30, 1956, including the totals of repayments 
made to the agency and a statement of the administrative expenses to date for 
the lending program activity of the agency. 
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Business loans: 
Direct 
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—Business and disaster loans approved and disbursed by the 


cumulative through Sept. 30, 1956 


Immediate participation. 3 
Deferred participation. 


Total, business loans... 


Disaster loans. - 


Total, all loans__ 


NOTE 


The following 


is 


30, 1956), 


(D ollars in een 


l 
Number | 


Total 
} amount 
| 

1, 043 | $43, 624 
1, 155 | 56, 310 
1, 300 | 57, 603 
j 3,498 | 157, 537 
4,074 | 47, 710 
7, 572 205, 247 


$9,426,996. 


a table of loans made by the S 











= 
é 
SBA, 
Loans on which dis- 
bursement has been Repay- 
initiated ment and 
a 4: 2S LERE SS other 
credits 
Number Amount 
disbursed ah 
845 $34, 135 a $8, 212 
903 4, 165 | 5, 680 
1, 147 , O15 13, 347 
2, 895 125, 815 27, 239 
3, 815 43, 257 | 3, 331 
6, 710 169, 072 | 30, 570 





Administrative expenses to date for lending program (actual through June 30, 1956, estimated 
for quarter ended Sept. 


BA, net 


of cancellations, by 


fiscal years, from the commencement of the operation of the SBA through and 
including the first quarter of fiscal year 1957: 


TABLE II. 


Fiscal year 1954: 


Second, third, and fourth quarters: 


Total_- 


Direct 


Immediate 


Deferred 


Fiscal year 1955: 
Total 


Direct ‘ 
Immediate 
Deferred. 


Fiscal year 1956: 
TOMBS. cnsces 
Direct 
Immediate 
Deferred 
Fiscal year 1957: 
First quarter: 
Total... 


Direct 


Immediate 


Deferred 


fiscal year 


| 
| Number 


Amount 


| Thousands of 


dollars 
450 %,7 748 | 
158 | 8, 661 
71 4, 105 
221 13, 982 | 
868 | 39, 345 
287 “10, 623 
169 9, 079 
412 A 19, 643 
1, 682 69, 921 
456 | 18, 178 
657 32, 161 
519 | 19, 583 
548 | 21, 522 
142 | 6,1 162 
258 | 10, 965 | 
148 | 4, 395 | 


Vumber and amount of small business loans approved by SBA, in each 


SBA share 


Thousands of 


_| dollars 


22, 716 
| 8, 661 
| 3, 347 
10,7 


32, 168 


18, 178 
25, 480 
14, 470 
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Other lending programs 

It should prove enlightening to compare the budget estimate for Small Business 
Administration for fiscal 1957 with the budgets of some of the other Federal 
lending programs. The $65 million for Small Business Administration com- 
pares with approximately $9 billion for Housing and Home Finance, in other 
words the budget amount of credit to be made available for home mortgages is 
1,000 times the amount to be made available to the 4 million small-business firms 
in the Nation. The budget amount of credit to be made available to farmers 
through the Department of Agriculture and the Commodity Credit Corporation 
is more than 600 times the amount to be made available to small business. 
There are about 5% million farmers in the country. Clearly it is highly desir- 
able to have an expansion in the activities for which these other Federal credit 
programs are designed and it is well recognized that these expansions will not 
occur without Federal credit activities. It is extremely desirable to have new 
housing construction ; extend credit to help finance farm crop inventories; assist 
farmers in purchase of new plant and machinery; help create new industry and 
finance business abroad. Moreover it is just as important to help expansion of 
industry at home for small-business men. 

It should be noted, however, from the following table that the small-business 
segment of our economic community is to receive the lowest amount of commit- 
ments in the major Federal-credit programs. 


TABLE III.—Commitments for major Federal credit programs, classified by agency 
or program 


[In millions] 


New commitment 

Agency or program a | 
| 1954 1955 1956 1957 
actual actual estimate | estimat 





Housing and Home Finance Agency $6, 864 g& 403 | $9, 179 
Veterans’ Administration _ - 6, 211 6, 483 | 6, 65¢ 
Department of Agriculture 2 878 3, 371 | 2 277 
Farm Credit Administration- a a 1, 920 1, O87 2, O85 
Expansion of defense production. 122 104 7 
Small Business Administration | 64 90 65 
Treasury Department ___- . a Ai. | 

Export-Import Bank_. <a el, 250 621 705 i 


Source: Budget of the U. 8. Government, fiscal year June 30, 1957, p. 1122. 


The Small Business Administration has entered into a program of selling sea- 
soned loans. Small Business Administration has made the allegation that the 
theory upon which this is based is that by selling loans to the local banks they 
are in effect helping create and establish credit lines for the small-business con- 
cerns. The Small Business Administration has to date sold 48 such seasoned 
loans for a total of $1,600,278. 

SBA objected to being granted greater lending latitude 

In the 84th Congress, subsequent to extensive hearings held by a subcommittee 
of this committee, a bill to amend the Small Business Act was introduced in 
Congress with the unanimous support of the members of the committee. Al- 
though it was the function and duty of the SBA to initiate appropriate sugges- 
tions for amendments to Congress, no recommendations or suggestions were 
submitted by that agency to Congress, except the suggestion of internal adminis- 
tration changes in the act and the request for an extension for a period of 2 years. 
Moreover, it was over the objections of the Administrator of SBA that Congress 
passed the following significant amendments to the act: 

(1) The individual loan limit was increased from $150,000 to $250,000. 
Despite evidence which had been presented to this and other committees of 
Congress that a higher maximum loan limit would assist many worthy small 
businesses, and over the objection of the Administrator of SBA, the Congress 
overruled the objections of the Administrator and increased the loan limit 
from $150,000 to $250,000. This afforded the agency greater latitude in its 
extension of credit to small- and medium-sized businesses whose credit needs 
exceeded $150,000. 

(2) Interest rates: It was provided that the interest rates on loans should 
be at a rate generally charged in the area where the money loaned is to be 
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used. As private credit turned tight small business looked to the SBA to 

provide the credit that the small man needed for a chance for survival and 

growth. However, one of the first acts of the new agency in 1953, when the 

SBA succeeded the RFC and the SDPA, was to increase interest rates on its 

direct loans to 6 percent, 1 percent higher than the 5 percent interest rate 
charged by the RFC. The 6 percent interest rate was not a ceiling rate. 
The Loan Policy Board, which was under the control of the Secretary of 
Commerce and the Secretary of the Treasury, provided that where the SBA 
participated with a private bank on a business loan, the rate could go as 
high as the maximum rate permitted by the State where the loan was dis- 
bursed. The Loan Policy Board also directed that SBA could not approve 
any bank participation loan made under a rate of 5 percent regardless of the 
fact that the interest rate charged by the private bank making part of the 
loan might be less than 5 percent. 

This committee found that the SBA had established a uniform interest rate 
without regard to local custom in the lending field by private financial institu- 
tions. Congress, therefore, amended the act in 1955 to provide that the interest 

ate on loans should be at a rate charged in the area where the money loaned is 

to be used. However, a maximum ceiling of 6 percent was placed on all business 
loans. The committee has found, however, that the agency has set 6 percent as 
the interest rate for loans for the SBA despite the indication that Congress’ 
intent was to the contrary. 

(3) A new loan pooling provision was provided which made it possible for 
corporations established and capitalized by groups of small-business men to 
make a loan for the purpose of producing or securing raw materials or sup- 
plies. This amendment provided that the maximum loan limit for such 
pooling corporations shall be $250,000 for each member of such corporation. 

(4) Section 211 of the act was amended which provided for the Depart- 
ment of Defense to make monthly reports showing the amount of such funds 
appropriated to the Department of Defense which have been expended, 
obligated, or contracted to be spent with small-business concerns and the 
amount of such funds expended, obligated, or contracted to be spent with 
firms other than small business in the same fields of operation; and such 
monthly reports shall show separately the funds expended, obligated, or 
contracted to be spent for basic and applied scientific research and develop- 
ment. 

(5) Section 212 was amended by subsection (g) to read “that 2 fair pro- 
portion of the total purchases and contracts for supplies and services for 
the Government be placed with small-business enterprises, to insure that a 
fair proportion of Government contracts for research and development be 
placed with small-business concerns.” In this connection it should be note. 
that the SBA has been completely silent in the research and development 
field. 

The average-size loan has declined 

Although the restriction for the maximum loan limit was increased from 
$150,000 to $250,000 by the 1955 amendment to the Small Business Act, we find 
that conversely the average size of loans made by SBA has declined. The 
average size of SBA’s loans declined from $53,000 as of December 31, 1954, to 
$49,000 for the 6 months ending December 381, 1955, to approximately $39,000 by 
June of 1956. From the foregoing, it is clear that in a period when small-busi- 
ness credit and capital problems had become more difficult, Government credit 
assistance to small business declined drastically. This has proved a difficult 
handicap for small-business firms to overcome. It is becoming more and more 
obvious that the SBA did not fulfill the role that Congress intended in its broad 
mandate to the agency to assist small business in the financial field. 


“Tf you can yet a loan from SBA, you can certainly get it from a bank” 

Beginning in early 1955, the Federal Reserve renewed policies which caused 
bank credit to get progressively tighter. The result was that short-term credit 
and expansion capital requirements were greatly increased, while the supply of 
private credit was restrained. It would, therefore, appear that an increase in 
SBA business-loan applications in 1955 would reasonably have been expected. 
Instead, businessloan applications declined 27 percent and the amount of credit 
sought fell 31 percent below 1954. It would, therefore, appear that the SBA 
failed to fill the gap wherever legitimate credit was not available to small busi- 
ness. This failure must be attributed to the failure to make expeditious dis- 
bursement of approved loans or to the imposition of restrictive contract condi- 
tions. In either case, the agency must be censured. 
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What appears to be a description of the SBA’s procedure in making loans 
was voiced by an official of the Pittsburgh Smaller Manufacturers’ Council in 
a statement which appeared in the Wall Street Journal of May 1, 1956, “If you 
ean get a loan from the SBA, you can certainly get it from a bank. You can’t 
get an SBA loan unless you sign away your property and your wife’s property.” 

Despite the difficulty of a small-business man to file a formal application, we 
find that the redtape, the long-drawn-out procedures instituted by the SBA caused 
many small-business concerns to withdraw their applications either before or 
after the applications had been approved. In many instances the committee 
found that after the application had been approved new and additional require- 
ments were placed upon the loan with which the small-business man could not 
comply, necessitating the cancellation or withdrawal of the loan application. 

This long lapse between the filing of an application, the approval, and the 
disbursement in many instances created an adverse change in the financial con- 
dition of the applicant, so that the loan, even though finally approved, was never 
disbursed. 

SBA loans are minuscule 


As private credit became tighter small business looked for the SBA to provide 
the credit it needed for survival and growth. Compared to the rate at which 
total business increases from year to year and to the financing requirements of 
small firms, SBA lending has been less than insignificant. 

The type of capital which most small firms find most difficult to acquire is long- 
term capital for continuing business operations and for expanding fixed assets— 
not short-term capital which has been made available for seasonal or temporary 
emergencies. 

The fact that existing financial institutions have been unable to provide an 
adequate flow of such capital to small business is undisputed. 

The failure, therefore, of the SBA to provide a significant agency for increas- 
ing the flow of long-term capital to small business raises grave questions 
concerning the future of the competitive enterprise system. 


Comparison of Small Business Administration lending with Reconstruction 
Finance Corporation lending 
SBA’s total of approximately 3,500 business loans approved in its more than 
3 years of operation, through September 30, 1956, committing some $157.5 million 
of funds, does indeed appear small by comparison to the lending of its predecessor 
agency, the RFC. In fact, RFC’s lending amounted to substantially more in 
each of the 7 years prior to its liquidation than SBA’s lending in more than 
3 years. In the broad sense of the term “small business,” it is probably safe to 
say that substantially all of RFC’s lending from 1949 on was to small business. 
The number and amount of all of its loans approved in the years 1947 through 
1953 are shown in the table below. 


Taste I1V.—Number and amount of business loans approved by RFC, 1947-58 


| 





Amount approved 


approved } 
RFC’s share | Banks share 


| 
Number 
i 








Millions Millions 

i cee rate ; 10, 580 $393. 8 (‘) 
Wiicddlwddccdon ‘ ; nietclabté 4,725 224.0 | $51.0 
tise Kicks ici Sites ahd eed dea chidnae wenbibibsiva , 3, é 348.9 | 39.6 
cca ile t odie eeaiaree Vs : ieee ) 522.8 | 70.9 
1951._. “apie 2 280). 4 20.9 
Rs oS oi totale ee oe i . 329. 5 | (1) 
Did tial heii atauesbeiaianiee ting eciiniinhwniien . ‘ : 1,027 219.7 | 


1 Not available. 


Source: Annual reports of Reconstruction Finance Corporation. 


Comparing, however, RFC’s loans to borrowers of less than $100,000 which 
was the category it labeled “small business,” it may be seen that even in this 
limited category RFC’s loans exceeded those of SBA’s loans to small business. 
For example, in the year 1951 RFC approved 2,400 loans in this limited category 
which compares with 3,500 SBA has approved in more than 3 years. Wherever 
separate data are available for RFC’s loans to borrowers of less than $100,000, 
these data are shcwn in the table below. 
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TaBLE V.—Number and amount of loans of under $10,000 approved by RFO, 
1947-53 


| | 
Amount approved 
I al SS 
i 
j 
| RFC’s share | Banks shar¢ 
; i ' 
_ snide " a--j-2 = | mr rerrtr 
| Millions Millions 
1947... : ‘ Jeie . | 1, 639 | $40. 3 (*) 
1948 ca =e (i | (‘) ( 
1949__- ; 3, 073 77.5 (1) 
1950 4, 904 | 136, 2 () 
1951 ; 2, 411 54.1 $20. 9 
1952 . Q ( (i 
1953 ; 813 31.6 Q 


1 Not available 


Source: Annual reports of Reconstruction Finance Corporation, 


Loans for foreign trade have increased 


At about the same time that Federal credit assistance for small business was 
being severely reduced, such assistance for foreign operations was being greatly 
enlarged. The most pointed example is to be found in the case of the Export- 
Import Bank, which is capitalized entirely by the United States Government. 
On the recommendation of the administration, Public Law 570 was enacted in 
August of 1954 to increase the scope of this bank’s lending by tenfold—from $500 
million to a total of $5 billion. While this bank is authorized to finance both 
United States imports and exports, actually its financing to date has been for 
exports. From July 1953 through June 1956, the Export-Import Bank approved 
loans amounting to $1.3 billion, and needless to say, these loans are almost 
exclusively for the exportation of goods produced by the big corporations. 

For example, beginning in November 1954 the bank started a program of 
establishing exporter credit lines. By September of 1955, less than a year 
later, exporter credit lines in amounts of $5 million or more (granted to 12 big 
corporations), came to an aggregate of $92.8 million. In other words, this total 
to assist 12 corporations in financing their sales to foreign nationals on easy 
credit terms amounted to considerably more than SBA had at that time lent to 
all of domestic small business. 


TABLE VI.—E «porter credit lines of $5 million or more authorized by the Export- 
Import Bank 


Lines authorized 


Name of exporter Capital equipment 
Date Amount 
Millions 

Combustion Engineering, Inc Steam generating equipment Nov. 10, 1954 $6.0 

Massey-Harris-Ferguson, Ine Agricultural and industrial tractors, | Feb. 17,1955 5.6 
equipment, and accessories 

Bethlehem Stee] Corp. and subsidiary.| Construction and railroad materials Mar. 17, 1955 6.5 

International General Electric Electrical equipment and railway do 10.0 
locomotives, 

International Harvester Export Agricultural implements, motor Mar, 31, 1955 10.0 
trucks, and machinery 

General Motors Overseas Operations... Transportation, power generating, | Apr. 7, 1955 10.0 

nd refrigeration equipment 

Deere & Co ‘ Agricultural machinery, implements, do 7.6 
and tractors 

The National Supply Co Diese] and gas engines and related | Apr. 21, 1955 6.0 
equipment and material 

J. I, Case Co ‘ Agricultural and industrial tractors | Apr. 28,1955 5.0 
and equipment. | 

Westinghouse Air Brake International | Railroad construction, mining, and | May 26, 1955 6.1 

Co drilling equipment 

Ford Motor Co Trucks, tractors, and related equip- | June 23,1955 10.0 
merit | 

Caterpillar Tractor Co. ‘ Agricultural and construction equip- | Sept. 15, 1955 10.0 
ment. 





Total, 12 corporations... : tik ewe b 92.8 
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These exporter credit lines are small, additional conveniences for United 
States exporters. Their principal financing of exports comes on request of the 
importers, which requests are included in the $1.3 billion already mentioned. 


The White House called for action 


The failure of the Small Business Administration to meet its obligations in 
connection with its financial assistance program has been recognized outside 
this committee. On September 18, 1956, 6 weeks before the national elections 
the White House felt impelled to announce that the Small Business Administra- 
tion had adequate loanable funds to meet the necessary credit needs of small 
business and that it had been instructed to process loan applications promptly. 
In this connection it should be noted that the chairman of this committee, the 
Honorable Wright Patman, addressed a letter to the President of the United 
States commenting on the White House announcement and the reports that a 
meeting of the consultants of the Small Business Administration was to be held 
on September 27, 1956. 

ok cd * a ok tk * 

“T am greatly pleased by reports in the press that you have called a meeting 
of the consultants to the Small Business Administration, for September 27, for 
the purpose of hearing reports on the state of small business and for the purpose 
of making your recommendations for meeting the credit problem which is facing 
small business—a problem which is most serious and most acute. * * 

* * HS % * a * 


“Up until now the SBA has stubbornly discouraged small-business people from 
filing applications. When the House Small Business Committee investigated 
last summer, we found that the SBA had up until then received an average of 
11,000 calls per month from small-business people seeking loans. Yet through 
July of 1956, after 36 months of operation, the SBA had accepted less than 
10,000 applications, and had approved, in some amounts, less than 3,000 of these 
and actually disbursed funds on only 2,200, * * * 

“If the SBA now approves $50 million in loans between now and the November 
elections, this will be a tenfold increase from its lending rate of the past 3 years. 
I would like to hope, however, that this will actually be done; and whatever the 
motives might be for its being done, I am for it. $50 million will be grossly 
inadequate to small businesses’ immediate credit needs, and these needs are 
desperate. 

“As a close student of SBA’s activities over the past 3 years, I am inclined to 
doubt that even now SBA will actually do any substantial lending to small 
business, unless you issue a strong and definite recommendation that there is 
to be such lending. I hope therefore that when you make your recommendations 
on September 27, you will leave no doubt as to what your wishes are. * * * 

“The methods which have been used for restricting private credit have 
resulted in small business having to bear the brunt of the credit squeeze. In 
the first place, when commercial bank credit is squeezed, the squeeze is placed 
on about the only source of capital small business has. As a practical matter, 
small firms cannot sell bonds or stocks, issue commercial paper, or even borrow 
from the insurance companies—all sources of capital for the big corporations. 

“In the 3 years ended June 30, the SBA had lent—actually disbursed—to small 
firms a total of $52.6 million. This was the total Federal lending to the 3% 
million small-business firms which, according to SBA’s definitions, are poten- 
tially eligible for SBA loans. These small businesses account for somewhere 
between one-third and one-half of all the business done in the United States. 

“In the same 3 years, the Export-Import Bank, which is financed entirely by 
the United States Government, approved loans of $1.3 billion and actually dis- 
bursed $1 billion. In other words, this bank lent 20 times as much for business 
abroad as the SBA lent to small business in the United States. Aside from 
the foreign nationals who benefit from these loans, these loans are principally 
of benefit to United States big businesses in financing their exports. 

“The World Bank is largely financed also by the United States Government. 
The Federal Government has subscribed more than $3 billion to this bank. This 
bank makes loans, with foreign government guaranties, to finance projects 
abroad; and here again the principal United States beneficiaries are the big 
corporations that construct or supply these projects the machinery and equip- 
ment. In the past 3 years the World Bank approved loans totaling $1.2 billion 
and actually disbursed $860 million. In other words, in 3 years this bank 
lent 16 times as much to foreign nationals and foreign governments as the SBA 
lent to United States small business. 
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“Finally, at your request, the 84th Congress recently authorized still another 
foreign lending program which will benefit United States big business. This 
is the International Finance Corporation. to which the United States has now 
subscribed $35 million, for the purpose of financing projects abroad without 
guaranties of foreign governments. 

“In its 3 years of operations through June 30, SBA had approved less than 
3,000 small-business loans, including bank participation loans in which private 
banks put up all of the money. Altogether these loans involved lending. or 
pledges to lend, $113 million of Federal funds. The RFC, whose loans also in 
volved bank participation, approved 10,388 small-business loans in the 3 years 
1949 through 1951, involving $268.2 million of Federal funds. In other words, 
in these 3 vears RFC made more than 38 times as many loans to small business, 
and lent about 2!4 times as much capital, as the SBA has lent in the past 3 
vears. Yet in the RFC period the volume of credit required to finance business 
was much less than now, and private credit was much more available than now.” 
Recent increases in SBA lending 

Following the White House conference, SBA’s lending activity was indeed 
stepped up, as is graphically demonstrated by chart IV. 

The 1955 amendment to the Small Business Act provided for a pooling-loan 
provision. This, in effect, raised the maximum limit for corporations organized 
and capitalized by small-business concerns for the purpose of securing or pro- 
ducing raw materials or supplies. The maximum loan limit in that instance would 
be $250,000 multiplied by the number of separate small businesses which formed 
such a loan-pooling corporation. This amendment was enacted into law on 
August 9, 1955. To date only one such loan has been approved to a loan-pooling 
corporation. This loan was made to the Maine Starch Sales Co., Presque Isle, 
Aroostock County, Maine. It was a 90-percent immediate bank participation 
loan, approved on October 27, 1955, for $700,000, of which only $80,000 was 
disbursed on November 17, 1955, $72,000 of SBA’s funds and $8,000 of the bank’s. 


Loans by congressional districts 


A complete summary of all SBA approved loans on which disbursements had 
been made August 1955 to September 1956 appears in the appendix of this re- 
port. This list is broken down by State and congressional districts for the infor- 
mation of the Members of Congress. 

It should be noted, however, that listing of congressional districts is based 
upon the business address of the small-business concerns. In those areas such 
as Chicago, Los Angeles, Boston. New York, etc., the business address listed may 
be in one congressional district, although the officials of the borrowing firm 
may reside or vote in another congressional district. 

Loan Policy Board 

The Loan Policy Board created by the Small Business Act of 1953, as amended 
was established to set forth the general policies which would govern the granting 
and denial of applications for financial assistance by the Administration. See- 
tion 204 (d) of the act states: 

“There is hereby created the Loan Policy Board of the Small Business Admin- 
istration which shall consist of * * * the Administrator (SBA), as Chairman, 
the Secretary of the Treasury, and the Secretary of Commerce. Either of the 
said Secretaries my designate an officer of his Department who has been ap- 
pointed by the President by and with the advice and consent of the Senate * * *. 
The Loan Policy Board shall establish general policies * * * which shall govern 
the granting and denial of applications for financial assistance by the Adminis- 
tration.” 

This committee, in its extensive deliberations and study of the operation of 
the Small Business Administration, considered the operation of the Loan Poliey 
Board in connection with that agency. By law the Small Business Adminis 
tration was intended to be an independent unaffiliated agency responsible only 
to the President and to Congress for its actions. 

It is clear from section 204 (a) of the act that the agency was not to be 
affiliated with or to be within any other agency or department of the Federal 
Government. We find, however, that no action or activity of the agency has 
been independent. We find that the Secretary of Commerce and the Secretary 
of the Treasury control the loan policies of the agency through the actions of 
the Loan Policy Board. 

The Department of Commerce for a long time has been reputed to be the 
agency of the Government responsible for the formulation of policies for the 
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benefit of big business. The commercial interest of big business is not always 
in harmony with the commercial interest of small business. 

Inasmuch as Congress intended that the Smail Business Administration be 
created to aid and assist small business, it is difficult to conceive why the 
Secretary of a department formulating the policies for big business should 
control the making of policy of the Small Business Administration. 

It is the intent of Congress that the Administrator be responsible for the 
activities, functions, and policies of the agency and that the agency be wholly 
independent and unaffiliated, as provided in section 204 (a) of the act. 

It is our firm belief that the Small Business Administration, as an independent 
agency, should guarantee that small business thrive in our free and competitive 
enterprise system. 

Mr. Parman. I have a chart here, Mr. Barnes, showing the amount 
of small-business loans approved through October 1956 from the 
beginning of the agency, and if you will notice your main activity 
was during campaign years. In 1954 the number of applications 
shot upward, just before the election, and in 1956 they shot upward, 
just before the election. Of course, I am fed attaching to that any 
particular significance, but it just happens that they are that way. 
I am putting that in the record and giving the number and where 
they are from, and even the locations where they were approved, not 
only by States but by congressional districts. 

Now may I invite your attention, Mr. Barnes, to the fact that you 
have made no effort, so far as [ know, to call ~ small-business con- 
cerns’ attention to a tax advantage that they have. They can file 
returns as Se in certain instances. i occurs to me it should 
be one of the main functions of your administration to let small- 
business concerns know this great tax advantage, and I have never seen 
anything printed by you to call their attention to it. 

Mr. Barnes. Mr, Patman, in the recent pamphlet we published on 
foreign trade, there is a discussion of the advantages of incorporation. 

Mr. Parman. Do you mean in foreign trade or here? I am talking 
about domestic corporations, in domestic business. 

Mr. Barnes. [ am merely answering your question. And further- 
more, we have worked with the Internal Revenue Bureau, encourag- 
ing them to publish the pamphlet which was published this last fall, 
on tax questions for small business. 

Mr. Parman. Including partnerships filing returns as corpora- 
tions ¢ 

Mr. Barnes. Yes, sir. 

Mr, Parman. I haven't seen a word from you on that. Not a word. 
If you have anything like that, I would like to see it. 

Mr. Barnes. I would like to have the opportunity of filing a copy 
of this booklet, just issued by the Internal Revenue Bureau, for the 
express purpose of giving authorit: itive advice to small firms on 
taxes. 

(The book referred to above has been filed with the committee.) 

Mr. Parman. You are talking about a different thing now. I was 
talking about you as having some responsibility to small eee 
having failed on it yourself. I think you ought to call their attention 
to it, and I think you should have done it long ago. 

Mr. Barnes. Mr, Patman, when that pamphlet was issued—and 
took more than a year to pre pare—from every office in our country, 
I mean every one of our offices in the country, we issued a press re- 
lease, and it was published widely in the press, as did the Internal 
Revenue. 
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Mr. Parman. You mean about partnerships filing returns as 
corporations ? 

Mr. Barnes. Calling attention to a hundred-page pamphlet that 
goes into many, many “tax advant: ages. 

Mr. Parman. I know, but this would be just 2 or 3 lines. Just to 
let them know, “You have a tax advantage. Why don’t you take 
advantage of it? You are a small concern.” I haven't seen anything 
like that, Mr. Barnes. If you have anything like that I want to 
see it. 

Mr. Barnes. Well, I don’t have anything calling specific attention 
to that particular item. 

Mr. Parman. If you get your authorization here to get expenses 
out of capital funds you will not have to go up before the Appropria- 
tions Committee on that part, will you? 

Mr. Barnes. No, we will have to go just for the appropriation 
alone. 

Mr. Parman. All right. 

The CuatrmMan,. Your time has expired, Mr. Patman. 

Mr. Barnes. Mr. Chairman, may [ answer what was asked, which 
was not asked in the form of a question? The assertion that there 
was a change in our lending, due to the fact that it was a campaign 
year: This I specifically deny, and I do so, and would like to call 
the committee’s attention to this fact: Our employees are under civil 
service, as is any other agency and department. Even our loan re- 
view committee is composed of men who have been in Government a 
great length of time. If there is any change in lending criteria for 
political purposes, I would have had to put out some sort of direction 
or issue some kind of instructions. These are bipartisan people and 
they certainly would have brought it to the attention of the public, 
and that has not been done. 

I say specifically that no employee of ours can be produced that 
will say that there ‘has been any change in policy relating to any cam- 
paign year. If there has been a change, it was due to the general 
economic situation. If you can recall, in 1954, if my memory is 
correct, along in February, there was a slight decline, which caused 
an increase in our loan applications. 

Mr. McDonoven. Mr. Chairman. 

The CHaArrmAn. Mr. McDonough. You are recognized for 5 
minutes, 

Mr. McDonoveu. Mr. Barnes, I agree with the chairman on adding 
to the amount you are requesting, to make it $80 million in order to 
be certain that you will have sufficient funds to carry through to the 
end of this fiscal year. 

I think that our experience with your department, and your ad- 
ministration, has proved the value of the services that it renders to the 
public, and if anyone should complain about more loans being granted 
during an election year, it should be the Republican side of the House, 
because the Democrats have carried the majority in elections referred 
to by Mr. Patman. So I am interested in investigating that also. 

Insofar as the Democrats granting a little more liberal amounts to 
you than the Republicans, the complaint we are having now is that 
the $72 billion budget that the President has submitted to the Congress 
is too much, and the complaints are coming from the Democrats. 
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So their arguments don’t stand up very well insofar as logic and 
reason is concerned. 

I think the cooperation with the banking interests has been one of 
the most valuable services you have rendered. I have chec ‘ked into it 
in my district, and I find that where you are considered to be in com- 
petition with the banking interests in certain parts of the country, 
we find that you are cooperating with them in loans which have 
assisted small business and which have provided employment for 
thousands upon thousands of people that would otherwise not have 
had a job if you hadn’t kept the wheels going in small industries which 
needed funds to carry on. 

I haven’t any questions to ask, I am merely here to say that I think 
you have done a fine job and I think you have made a fine statement. 
And I think the service you are rendering the public is excellent and 
i would favor an amendment and offer one if it hasn’t been offered, 
in executive session, to increase the loan limits. 

That is all, Mr. Chairman. 

The Cuairman. Mr. Multer, you have 5 minutes. 

Mr. Muvrer. Thank you, Mr. Chairman. 

Mr. Barnes, do | understand that you are now asking for $80 million 
for the balance of the fiscal year and { he 1 month into the new year 
which goes to the end of your agency’s existence as presently fixed by 
statute / 

Mr. Barnes. Yes, sir, that would be the ng rure that would be neces- 
sary if an allowance is made through July : 

Mr. McDonoven. You are asking for 865 ‘million, not $80 million. 

Mr. Muurer. If we are going to have a 5-minute rule, let’s have it. 

Mr. McDonoven. Well your question was not correct. 

Mr. Muurer. Is your request now for $80 million, Mr. Barnes? 

Mr. Barnes. Through July 31, yes, sir. 

Mr. Muvrer. You make no mention in your statement, Mr. Barnes, 
of the Budget Bureau. Have you cleared this with the Budget 

sureau ¢ 

Mr. Barnes. | have the $65 million, but the estimate was based on a 
June 30 date and I am sure the Bureau of the Budget will have no 
objection if an additional figure is added for the month of July. 

Mr. Mutrer. I hope they will have no objection. I can see no reason 
why they should. 

Now, Mr. Barnes, I am sorry that this business of bipartisanship or 
politics has been injected into this question at this moment, but as 
long as it has been, let’s meet the issue squarely, and let me make this 
statement on the record. I don’t believe that either party has any 
more competent, honest men than the other, and I don’t find fault with 
the Republican administration seeking in the first instance, Republi- 

cans to fill high posts, particularly the exempt posts. But let’s be 

perfectly fair about this. While it may be true that the men in your 
administration approac h these problems and try to solve them on a 
bipartisan basis or without relationship to partisanship, at the same 
time I think we ought to recognize the fact that there is no man in 
charge of any branch or regional office, or anyone in the high exempt 
posts in your own office in Washington, who hasn’t been cleared by the 
Republican Party. That is so, isn’t it? 

Mr. Barnes. It is true of all of the unclassified posts, yes, sir. 

Mr. Mutrrr. Yes, sir. 
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Mr. Barnes. But in our organization—for instance, our financial 
specialists—many of them have been with the Government 15 to 20 
years. Their average age is above 60. And I have no idea of what 
their ee are. And, Mr. Multer, may I say that I have tried, in 
conducting this loan program, to work with the constituents of every 
Member of C ongress, without regard to politics whatsoever. 

Mr. Mutter. I know that is true. 

Mr. Barnes. And I would be horrified at any thought that there 
was any political significance in anything we did in connection with 
loans to the public, and I specifically deny that there has ever been that 
kind of consideration. 

Mr. Murer. I just wanted the record to be clear, however, that 
while their approach tries to be nonp artisan, the appointment to 
power in the first instance at least is pa rtisan to the extent of being 
cleared by the Republican Party, and I have no obje ction to that, and 
I will have no obj jection when the Democrats are in control, to that 
party clearing those appointments. J think that is part of our politi- 
cal system. 

Mr. Barnes. In order that the figures might be straight, that means 
that there are about 30 or 40 involved in what you say. The rest, of 
some 950, are all civil-se1 "vice people. I have no idea whatsoever as 
to their political affiliations and have never asked them in any W 

Mr. Mctrer. This may be pure coincidence and maybe it ies an 
answer. You took over as Administrator of this Administration 
when, sir? 

Mr. Barnes. I was appointed Acting Administrator November 2, 
1953. I was confirmed by the Senate, I believe, on February 4, 1954. 

Mr. Mcurer. One of the things that the Small Business Committees 
had done, in both Houses, all through the years, before this Adminis- 
tration was set up, was to regularly conduct so-called c ne ‘s through- 
out the country, to which were invited the heads of governmental 
departments and small-business men of each community, aad they dis- 
cussed their problems and tried to solve them. 

One of the things that was made clear when the Small Business 
Administration was set up was that it was expected to do that job 
to relieve the Members of Congress from doing it. From now, No- 
vember 1953, until September 1956, no such forums or clinics were 
set up on any large scale or on any definite pattern; am I right? 

Mr. Barnes. We did have mee tings, sir. 

Mr. Mutter. Yes, sir. 

Mr. Barnes. And we did have many appearances that were in the 
nature of a clinic without having any procurement material there. 
However, during the past year we have had what we call business- 
opportunity clinics where we have actually had examples of the type 
of items purchased by the Government present at the meetings; yes, 
sir. 

The Cratmeman. Mr. Multer’s time has expired. Mr. Widnall. 

Mr. Wrwwati. Mr. Barnes, we have often heard statements made 
about the thousands and thousands of applications made by small busi- 
ness for loans and assistance. Though we have had testimony before 
our committee, the thousands of applications have never appeared on 
the record. Could it be that there are a lot of telephone inquiries 
made and then no application follows? 
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Mr. Barnes. That is right, sir. And then, of course, our functions 
are to counsel with businessmen. Many of them come in to discuss a 
financial problem that doesn’t result in a loan application because it 
‘an be sehyed either with a loan from a private bank, or they may 
come in several times in connection with one loan application. 

Each call, each visit, is counted as an inquiry, which is merely a 
record for workload purposes, so I can tell how many people to assign 
to a particular office. That is the only meaning of the larger figures 
involved in the inquiries as opposed to actual applications. 

Mr. Wipnatt. What you have in the records presented to this com- 
mittee are the actual records of applications filed, formalized, with 
your agency, and the actual number approved ? 

Mr. Barnes. Yes, sir. 

Mr. Wipnarr. Mr. Barnes, IT have a little different theory than Mr. 
Patman as to that graph that he showed you earlier. It has always 
been the history of this country that uncertainty is created when an 
election is about to take place, and businessmen don’t know just how to 
plan because they don’t know what type of administration is going 
to follow the election. Certainly when they listen to some of the 
campaign diatribes as to the gloomy future for the country, there is 
no question that uncertainty as to buying might be created through- 
out the land, and applications might rise. I think that the chart 
presented by Mr. Patman is something that can very well be iner- 
preted two ways. We do know this, those of us who have had experi- 
ence with your agency, that you have faithfully served in time of 
need, such as in the terrible disaster we had a year and a half ago. 
You were on the spot and did a great job in an emergency capacity. 

I have had few complaints from my own district as to inability to 
obtain loans when they have the expectancy of repayment, and the solid 
assurance of some collateral for that loan. I want to compliment you 
on the job you have done. 

Mr. Barr~s. Thank you. Mr. Widnall, there is probably another 
reason, and that is this: I have always appreciated the nonpartisan 
atmosphere of most of the committees that have dealt with problems 
affecting small businesses. But admittedly, the small-business prob- 
lem has become a controversial subject in the last year, and as speeches 
were made, we received publicity that we had been unable to get our- 
selves, and every time there was a speech made by whoever it might 
be, we would have an increase in the number of people coming into 
our office, no matter whether the speech was for us or against us. 

The very fact that there was publicity increased the knowledge of 
the public as to the services we offer. 

Mr. Wipnatt. Certainly we all know that if the need is there we 
want the application to be filed. I don’t think either political party 
wants people not to file applications if the need is there. That is all, 
Mr. Chairman. 

The CHatrman. Mr. Reuss. 

Mr. Reuss. Mr. Barnes, like our chairman, I am sympathetic to 
your request for almost doubling the loan authority of the Small 
Business Administration. I want to compliment you on your very 
clear presentation, and the 2 or 3 questions I have to ask are designed 
to satisfy myself that what we are asked to do here is consistent with 
the overall economic policy of the administration at the present time. 

I refer particularly to the tight-money position of the Federal Re- 
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serve Board as evidenced by its current tactics with respect to the 
rediscount rate, open-market policy, reserve requirements, and so on, 
and I have looked at recent testimony of Chairman Martin, for 
example, in which he pointed out the deadly danger of inflation if 
excess purchasing power is created by making additional loans. 

In asking for an almost double ioaning capacity for small business 
for the rest of the fiscal year, and laying to one side the undoubted 
social merits of that request, aren’t you going squarely in the face of 
an overall Federal Reserve tight money policy ¢ 

Mr. Barnes. The Federal Reserve policy is determined by them, 
and they are not in any way in control of the policies of the Small 

susiness Administration. There is an apparent inconsistency which 
I believe can be rationalized. 

Mr, Reuss. Will you rationalize it for me? 

Mr. Barnes. Any application of a broad fiscal policy may result 
il inequities in individual cases. People who need to expand, who 
have perhaps started expansion programs—things of that sort. I 
think the Small Business Administration activity can be likened to a 
safety valve that permits these individual cases to be taken care of. 

Mr. Reuss. But a loan of $10,000, which your Administration makes 

r participates in, is just as inflationary, is it not, as a loan of $10,000 
which might have been made by a private banking institution but 
wasn’t made because of the Federal Reserve's tight-money policy? 

Mr. Barnes. Yes, sir. However. the difference is in degree. The 
amount outstanding by banks is substantially over $89 billion. We 
are talking about $65 million over a 6 months period. 

In any broad application of policy there are likely to be situations 
in which exceptions need to be made. 

I don’t want to speak for the Federal Reserve Board, please, but 
they must apply their restrictions on a broad basis. It is not the type 
of thing that can be geared to individual cases. Even so, the banks 
lave been m: aking more loans during the past year than they were in 
1955, before the restrictions were imposed. There has been an in- 
crease of roughly 10 percent in the amount of loans outstanding, made 
by private banks, at the end of 1956, over the same period in the pre- 
ceding year. 

Mr. Reuss. Have you cleared your request with the Federal Re- 
serve Board ¢ 

Mr. Barnezs. No, sir. 

Mr. Reuss. There is no obligation to do so. 

Mr. Barnes. No, sir. 

Mr. Reuss. But you did not do it? 

Mr. Barnes. No, sir. Also there is no one in the executive branch 
who has told me to conform my policies to whatever the Federal Re- 
serve felt obligated to do under their responsibilities. 

Mr. Revss. Has your agency explored ways and means whereby the 
Federal Reserve Board could effectively pursue its anti-inflationary 
policy and still not bear down on small business as much as that tight- 
money policy would? 

Mr. Barnes. Some consideration has been given to that, yes, sir. 
But I think Mr. Martin’s statement, which I read, speaks for itself. 
This is a difficult thing to do, if you are operating with the tools the 
Federal Reserve has. 
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They do have the provision in their law that they can make loans 
themselves, in individual cases. They have felt, however, I assume, 
that it would be somewhat inconsistent for them to do it. There 
have been a few loans made by some of their banks. 

The Cuatrman. The time of the gentleman has expired. Mr. 
Letts, 

Mr. Berrs. I take it from what you just told Mr. Reuss, Mr. Barnes, 
that you don’t feel there are any inflationary implications in this re- 
quest of yours ¢ 

Mr. Barnes. Well, I think that any spending of funds has certain 
inflationary tendencies, but I say it is a difference in degree. This 
is so small, as compared with the problems the Federal Reserve Is 
working with, that it is insignificant. 

Mr. Berrs. I mention that because my observation is that while 
big business might be able to stand a little inflation, even a little in- 
lation puts pretty much of a pinch on small business, and I think 
that we ought to be careful about pumping credit and money in our 
economy in that respect. 

Sometimes I wonder whether restricting lending might not be more 
helpful to business than pumping more money into the economy of 
the country at the present time. That is the way I have felt. If you 
don’t think that this has any serious implications, I think that is some 
advice that we ought to consider. 

Mr. Barnes. I have given the best answer I can. I believe it is 
a difference in degree. I believe there are individual cases that must 
and should be taken care of. 

Our agency operates under a law from Congress that tells us exact- 
ly what to do and that is what we are doing. 

Mr. Berrs. I understand. 

Mr. Barnes. The Federal Reserve has another type of problem. 

Mr. Berrs. I am not going into that. I was just thinking of the 
overall picture of pumping more money into the credit field. 

Mr. Barnes. I can say categorically that inflation would certainly 
bear severely and elas first on the small-business segment of the 
economy. 

Mr. Bers. Right 

Mr. Raastee, And it puts them into a squeeze that is impossible for 
many of them to meet. 

I don't think, however, that the volume of our program as presently 
outlined, is one that would contribute materially to any increase in 
inflation. 

Mr. Berrs. I am glad to hear you say that because I think that 
is one of the most import: al things we ought to consider in this bill 
thismorning. That is all I have, Mr. Chairman. 

The CuarrmMan. Mrs. Griffiths. 

Mrs. Grivrirus. How many loans have you made to motion-picture 
theaters since you changed the rules ? 

Mr. Barnes. We have approved one. We have a number of ap- 
plications on the way, in for approval, oes h have been filed in the 
past month or so, That change in policy came along in the fall. 

Mrs. Grirrirus. I presume that the ieee are not made to expand 
the theaters ? 
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Mr. Barnes. No; in most cases they are to provide them with 
equipment so they can show the latest type of films, which call for 
different type screens and different type equipment. 

Mrs. Grirrirus. How many loans have you made to private 
hospitals ? 

Mr. Barnes. We have made 13, so far to private hospitals and pri- 
vate nursing homes, and have received about 40 applications that are 
being processed. 

Mrs. Grirrirus. Actually, then, these two combined would not ac- 
count for any real percentage of the increase you mention ? 

Mr. Barnes. Not a material amount, but they are changes in policy 
and I felt it desirable to mention them. 

Mrs. Grirrirns. But there has been an increase in loans which have 
been made to retail outlets, I understand; is that right? 

Mr. Barnes. Yes; most of the limited loan participation plan 
goes to retail and service establishments. In terms of number of loans, 
not in dollars, they would amount to over 25 percent of our current 
loans approved, in that category. In our semiannual report we give a 
breakdown of the types of establishment that the loans go to. 

Mrs. Grirrirus. Have you made a survey as to what is causing the 
hardship on retail outlets ? 

Mr. Barnes. Only in a general way, not specifically enough that I 
would wish to try to give any conclusions. 

Mrs. Grirrirus. Do you have any basis on which you make a loan 
that would be applied for? That is, for instance, whether there is a 
parking lot or whether a new larger shopping center has come into 
being around the business applying for the loan ? 

Mr. Barnes. They would be covered in the appraisal of the col- 
lateral offered. The problem, usually, in the case of retailers, is that 
they are operating in a rented building and they have only fixtures and 
inventory to offer as collateral. That is particularly true if they are 
operating on a cash basis without charge accounts. 

That gives you little in the way of ¢ ollateral because you can’t use the 
inventory, and the fixtures are usually marked down considerably 
after they are used. 

Mrs. Grirrirus. Yes, sir. 

Mr. Barnes. So we have this plan, which we have adopted, which 
enables the bank to actually assess the collateral and take other forms 
of collateral. 

Mrs. Grirrirus. And in making those considerations, do you con- 
sider the mergers which have been consider ed in the communities, of 
other retail outlets, before you make the loan ¢ 

Mr. Barnes. We do have in our reports an assessment of their com- 
petitive position in the community; yes. 

Mrs. Grirrirus. And do you have any facts and figures that show 
whether or not such mergers have reached the situation where they 
might be contrary to the antimonopoly laws of the country ? 

Mr. Barnes. I can refer you to a study made by the Federal Trade 
Commission in June, about 18 months ago, which goes into that ver Vv 
fully. 

What we do, in assessing the loan—most often it would be an inde- 
pendent, individual store, which needs to expand or modernize to meet 
competition that is being offered from others in the community, and 
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we do have an analysis of what kind of business he has conducted in 
the past, and what his projected volume will be in the future if he is 
able to ee the loan. 

Mrs. Grirrirns. Has there been a greater number of failures in 
retail outlets in the past year than before ? 

Mr. Barnes. I know only the figures of Dun & Bradstreet, which 
keeps those figures. They are not kept in Government. Dun & 
Bradstreet cites the increase in failures as being in the retail trade, and 
in automotive dealers, but indicates that some 80 percent or more are 
due to inadequate management rather than financial problems. 

Mrs. Grirrirus. It wouldn’t have anything to do with inflation, or 
the hard-money polic; y at all? 

Mr. Barnes. Not on the basis of the Dun & Bradstreet information 
that I have seen. 

Mrs. Grirrirys. And it is not due to the mergers of other business 
concerns / 

Mr. Barnes. No. 

Mrs. Grirrirus. Do they say it is just their own stupidity. 

Mr. Barnes. Well that is not the word the “y use. 

Mrs. GrirrritHs. Poor management ? 

Mr. Barnes. Yes, sir. 

The Cnatrrman. Mr. Mumma. 

Mr. Mumma. Mr. Barnes, I don’t know whether it is the nature of 
my district or not, but your Small Business Administration is a small 
problem. It may be that the banks take pretty good care of them. 
I know I have had some applications for loans and inquiries about 
them, and I always give them a set of your forms. I guess in about 
90 percent of the cases I never hear from them again. I do feel that 
if they take that form in to a banker, he must take care of them. 

I only know of one loan in my district, and I don’t think that fellow 
has ever gone ahead with it, some printing company. 

Are the payments prort ated on the basis of the percentage of partici- 
pation by the bank? In other words, do they make out two checks 
every month ? 

Mr. Barnes. It depends on the type of participation. In the imme- 
diate participation, yes; as the payment is made, the bank gets so much 
and we get so much. 

Mr. Mumma. The banks don’t get theirs first? 

Mr. Barnes. No, sir; we are equal partners. In deferred partici- 
pation loans the bank keeps all of the payment because they have 
advanced all the money. They merely pay us a bank charge for 
agreeing to take part of the loan. 

Mr. Mumma. Would you loan money on an outdoor movie which 
desires toexpand? It is not too important a point, but it just occurred 
to me. 

Mr. Barnes. In changing the policy, we did not make drive-in 
theaters eligible. We made four-wall theaters eligible, and the rea- 
soning behind that was because we were determining the public inter- 
est in the activity. A drive-in theater is pretty close to a recreational 
or amusement activity solely. 

But four-wall theaters generally help real-estate values. They are 
the center of a shopping area, they increase the value of store-w een 
advertising, and in many communities they are actually a sort of : 
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civic social center. They have a value beyond that as a movie. So 
the change was limited to four-wall theaters. 

Mr. Mumma. It is not a big item. You only made one loan, didn’t 
you? 

Mr Barnes. That is right. We have about five applications in, but 
there may be more. This is a fair ly recent change in policy. 

Mr. Mumma. It seems to me in this matter of retail outlets, the 
problem to my mind is the discount house. Whether you can con- 
sider a chain grocery as a form of discount house or not, I don’t know, 
but most of the people in my district are complaining about these 
discount houses. 

I asked the postman about how business was, and he says, “Oh, we 
have a terrific amount of parcel post from discount houses.” So it is 
the difference in who wants to give away the most of the discount 
that isallowed. If you take some of this stuff with 40 percent off, some 
fellows are satisfied to make a smaller amount on the deal. Those are 
all the questions I have. 

The Cuarrman. Mr. Ashley. 

Mr. Asutey. Mr. Barnes, getting to the question of the sufficiency 
of the request for $65 million, is your policy planning board making 
any changes in its policy based on the tightening credit situation 
throughout the country ? 

Mr. Barnes. We did not change our policy when restrictions were 
imposed by the Federal Reserve Board and, therefore, we see no reason 
to have any change now. It resulted in an increase in applications, 
but it wasn’t necessary to change our policy. 

Mr. Asuiry. Well, there is a direct relationship, I am sure you 
would agree, between the present tight money situation and the in- 
creased number of applications received by the Small Business Ad- 
ministration. 

Mr. Barnes. Yes, sir. 

Mr. Asuuey. But you don’t feel that your policy with respect to 
those loan applications needs change in view of this re’ationship? 
It is clear, is it not, Mr. Barnes, that smal] business is hit hardest and 
first by the tightening of credit? 

Mr. Barnes. Yes, sir; I think so. 

Mr. Asuuey. It is much more difficult for small businesses to get 
conventional loans during a period of commercial credit restrictions ? 

Mr. Barnes. Yes, sir; I think so. I can’t say that that has been 
a real significant factor, because the number of loans made by private 
banks, by all the figures I have seen, has increased, even though there 
have been restrictions. There are 16,000 banks in the country, and 
most of them, outside of the metropolitan area, as all of us know, have 
the major part of their dealings with the small firms in their 
communities. 

Well, they have increased the amount of their loans, so obviously 
small business has been getting credit from local banks. While our. 
applications have increased, the great number of small businesses in 
the country all haven’t come in to ask for loans from us, so, therefore, 
they must be getting credit elsewhere. 

Mr. Asniey. Did you make any effort to find out the number of 
applications which are entertained by the banking institutions 
throughout the pouty y? 

Mr. Barnes. No, si 
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Mr. Asnuey. In other words, if you go on the basis that there has 
been a 10 percent increase, would you have any idea how many loans 
have been turned down ¢ 

Mr. Barnes. The Federal Reserve makes those studies, and I have 
seen one that they did make last year from a sampling from banks, 
but that is completely in their function, and they keep those records. 

Mr. Asutey. Well, in order to make a request for additional funds, 
you, of course, have to be pretty familiar with the relative health of 
small business in this country, don’t you 4 

Mr. Barnes. Yes, sir. 

Mr. Asniey. Are you satisfied with the health of small business 
throughout the country ¢ 

Mr. Barnes. Well, it is not a simple statement that you can wrap 
up in one sentence, sir. 

Mr. Asuiry. No, but you told Mrs. Griffiths that you think a good 
many of these failures in retail outlets are caused by ineflicient 
Inanagement and so forth ? 

Mr. Barnes. No, sir; I said that Dun & Bradstreet gave that reason. 

Mr. Asuiry. Do you agree with it? 

Mr. Barnes. Well, that is the only source of the information that 
| know. It is the only one that keeps any records on it, and I have 
to accept it as authoritative until someone else keeps records. 

Mr. Asuiry. So that, using Dun & Bradstreet as your source, you 
would be satisfied with the health of sm: all business in the country ¢ 

Mr. Barnes. No, I think that small business has problems. I believe 
that they have problems in getting all of the credit they need to 
expand and all the capital they need to work with. I certainly think 
that is true. However, they are getting working capital, inventory 
financing, and the type of commercial ¢ redit that they ordinarily get 
from their private banks, on the basis of the information that T have, 
and from bankers’ meetings that I have attended or have sent repre- 
sentatives to, they are still able to obtain loans and do so. 

Mr. Asuiry. Well, in your position as Administrator of the Small 
Business Administration, is it vour statement then, that small business 
generally is getting sufficient credit with which to operate com- 
petitively at this time? 

Mi. Barnes. I can’t say it in so many words; no, sir. TI believe 
that there are areas in which there is a credit shortage that affects 
small business; yes, sir. 

Mr. Asuiry. Do you have any recommendations as to how that 
could be met, Mr. Barnes ¢ 

The Cuamman. The gentleman’s time has expired. 

Mr. Asuiey. Could he answer the question, Mr. Chairman, my last 
question ? 

The Cuatrm an. All right. 

Mr. Barnes. Mr. Ashley, what we try to do, in all those cases 
where we receive applications, is to figure out a loan for them, our- 
selves. The strange thing to me is that if there had been nothing but 
declines by banks, and a substantial increase in those, we would have 
had a, great increase in applications for direct loans, but that has not 
been the case. Instead, we have had an increase in participation loans, 
which means that banks, who may be reaching the limit of lendable 
funds, have alloeated their funds and have brought their borrowers 
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in and sought participation loans, and the quality of those loan 
applications also has improved. 

I believe that that is traceable and due to the credit picture, but it 
doesn’t indicate to me so that I can say with any authority thé at there 
have been more declines. Otherwise I would have expected our direct 
loan figure to have materially increased. 

The Cuatrman. Mr. McVey. 

Mr. McVey. Mr. Chairman. 

Mr. Barnes, I think most of the questions I have in mind have 
already been answered and I don’t want to prolong unduly the interro- 
gation, but I want to tell you, Mr. Barnes, that Iam in sympathy with 
your recommendations. I know you need the additional funds, and 
Tam sure that we will grant your request. 

I regret exceedingly that partisan politics have come into the dis- 
cussion this morning. I think it has no place in matters of this 


character. You have to depend on people under you for your infor- 
mation, and you do not know their politi es. I think that is as it 
should be. As Congressman Multer has said, the higher posts are 


properly passed upon by the administration in power. I don’t want 
you to think that we are taking a partisan stand. We are here to do 
what is best for the country. 

Thank you. 

The CHAIRMAN. ag Hiestand. 

Mr. Hiestanp. Mr. Barnes, as I understand it, an important part 
of your com: nittee ‘responsibility might be characterized as financial 
counseling. Do I understand that that has to do with helping small- 
business concerns to reshape their statements and their finances to 
the end that they can get loans elsewhere ? 

Mr. Barnes. Yes, sir, and in addition, the Small Business Act re- 
quires us to ascertain if they can obtain a loan elsewhere; if they can, 
we should not make the loan. In a situation where it appears that they 

should be able to get a loan elsewhere, instead of just declining it, and 

saying we can’t do it, we try to give them a well-thought-out financial 
advice that will assure favorable consideration when they seek a loan 
from a bank. And if they are unable to get it, they can return to us 
and be eligible for consideration by us. But this requires a compli- 
cated type of financial counseling. 

Mr. Hresranp. It so happens that in the district which I represent 
your department has done that in several cases and I happen to know 
that the concerns who got bank loans got them in that way, which of 
course, is one of the objectives of the law. 

However, would you say that this counseling department has 
created material for quite a substantial number of loans? 

Mr. Barnes. Yes, sir. 

Mr. Hiestanp. Have you any way of knowing how many of the 
bank loans have been negotiated as a result of this counseling? Or 
what proportion ¢ 

Mr. Barnes. We have some estimates. You see, many times people 
do not come back and tell us what happens. 

Mr. Hiestanp. I appreciate that. 

Mr. Barnes. But in many instances they will write back a thank- 
you letter or something of that sort and will tell us what happened 
in their case. 
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Our best estimate is that it has resulted in about 400 bank loans or 
other type financing per month. And that is an estimate based on 
information that we have received from borrowers, which would 
indicate that it is as large as the loans we make. 

Mr. Hirstanp. I think that is a very important factor and I think 
it should be publicized in the report, as far as you can, because that 
was one of the objectives of the founding of th: it Administration. 

Now may we say also that invariably “when an application is made, 
whether it is formal or informal, you first try to help get them a bank 
loan, and second, that you try to get them to a participation basis 

rather than on a direct loan basis? 

Mr. Barnes. Yes, sir. In every file of our approved loans, we have 
a letter from the bank that they were referred to, or from a bank with 
which they normally dealt, indicating their feeling about the loan. 
I think that by following that proc edure, it has resulted in this co- 
operation from banks, and a large percent: age of participation loans. 
I believe this is important because it requires fewer Federal funds 
and requires fewer employees to conduct that type of program, and 
it is also not competitive with private banking. 

Mr. Hiesranp. Thank you very much, 

The Cuarrman. Mr, Coad. 

Mr. Coap. Thank you, Mr. Chairman. 

Mr. Barnes, in your original statement you stated that the need for 
increased activity in your Administration had been brought on by 
record-breaking capité al goods expansion, and also by higher wages. 

Have you noticed, in the processing of your applications, that there 
have been any particular areas in the United States where the increase 
in the applications has come ? 

Mr. Barnes. Yes, sir; but I don’t have an indication of that with 
me. May I have permission to file that in answer to your question, or 
furnish you with the information ? 

Mr. Coan. Well, can you give me a general answer? 

Mr. Barnes. The largest volume of our loans has been in the South- 
eastern part of the United States and the Southwestern part of the 
United States. 

Mr. Coap. The greatest amount may have, but where has the in- 
crease come? Where has this increase which you have indicated in 


your original statement come ? 


Mr. Barnes. You mean the increase in wages and salaries? 

Mr. Coan. In applications for loans. 

Mr. Barnes. It is generally across the country. 

Mr. Coap. According to the reports I have, consumer credit now 
stands at an alltime high in the United States. Would you construe 
that small business has extended credit, and that people generally, 
because of hard money policy, and the general state of the economy, 
are extending themselves, and that the loans which you are now 
processing are more to take up the slack than they are for expansion ? 

Mr. Barnes. I can’t answer that very accur ately. We are just 
in the process of con ipiling figures for our semiannual report that will 
set out exactly where the funds do go. 

In most of our loans there is a number of elements. There is a 
planned expansion, an actual construction of a building, or acquisi- 
tion of machinery. There is also a provision for working ¢ apital, 
which enables them to do a larger volume of work, and to handle a 
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larger volume of business, and there usually is also a_ planned 
financial reor ganization which involves consolidating their debts and 
paying them over a longer period of time, so that they have not so much 
In current payments. 

In almost every one of our loans there is an element of each 
those things. It is not just refinancing accounts receivable, which 
would be the case if you were refinancing a consumer credit which 
had been advanced by small business. That doesn’t happen very often, 
as I recall. I haven't made any particular study of it, but that is my 
impression. 

Mr. Coan. This one further question: The increase in the applica- 
tions, and in the granting of loans, do you feel that they are smaller 
or larger businesses than they had been on a stabilized basis? 

Mr. Barnes. I am not sure that I understand. 

Mr. Coan. In other words, is the increase in applications now 
coming from smaller businesses than before? Are the businesses that 
want more loans smaller or larger companies ? 

Mr. Barnes. I can give you no accurate statement of that, Mr. 
Coad. The limited loan participation plan loans are going to small 
businesses. There are the real small merchants, one-man stores, things 
of that sort. The other regular business loan program loans are 
larger loans, $50,000 to $55,000 average, but many of them are 
$100,000, $150,000, $200,000 loans, which means they are larger com- 
panies, with 150 to 200 employees. 

I can’t give you information on any change in the pattern as to 
the size of those from whom we have received applications. 

Mr. Coan. That is all. 

The Cuairman. Mr. Seely-Brown. 

Mr. See_y-Brown. Mr. Barnes, I would like to return to H. R. 
3109. As I understand this bill, it is concerned solely with the au- 
thority of your Administration to make business loans. Am I 
correct ? 

Mr. Barnes. Yes, sir. 

Mr. Sreeiy-Brown. And do I further understand you to say that 
you will need $65 million more in order to carry out your program 
through June 30? 

Mr. Barnes. Yes, sir. 

Mr. Seeiy-Brown. And if we are to consider the July 31 date, it 
will take about $80 million. , 

Mr. Barnes. Yes, sir. 

Mr. Srery-Brown. Is that right ? 

Mr. Barnes. Yes. 

Mr. SE eLY-Brown. And if this legislation does not pass, am I 
correct in my understanding that the amount that you have presently 
available will probably be all committed by February ? 

Mr. Barnes. By the first week in February, and then we could 
only make loans as we receive repayments. The law puts a 
limitation on the amount we can have outstanding in loans, and we 
have allocated to the various offices, the uncommitted balance so we 
won’t unintentionally break the law by committing more funds than 
the present: limit. 

But if we reach that limit before Congress has acted, we will, by 
keeping careful records, be able to approve loans only as fast as there 
are repayments. 
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Mr. Seery-Brown. In other words, while we may have differences 
of opinion as to the reasons for the situation which you have described, 
the fact remains that it is urgent we take prompt action in raising the 
amount of money that you are authorized to loan to small business. 

Mr. Barnes. If we are to continue. 

Mr. Srety-Brown. To carry out the responsibilities of your Admin- 
istration. 

Mr. Barnes. Yes, sir. 

Mr. Srevty-Brown. That is all, Mr. Chairman. 

The CHarrMAN. Mr, Anderson. 

Mr. Anperson. Mr. Barnes, I know it is too early to have many 
of your loans go sour yet, but do you have any loss data ? 

Mr. Barnes. Yes, sir. We have, I believe, 133 loans, that we would 
say were in the problem category, of which there are 73 that are 
actually in liquidation, and there are 60 that were delinquent for 
more than 60 days, but which I think will be good loans if certain 
problems are met. There are reasons for the delinquencies, such as 
they were not able to finish construction in time, or something of that 
sort. 

Of the 73 that are in liquidation, all but a very few have sufficient 
collateral so that we do not anticipate a loss after they have passed 
through liquidation. 

In actual losses, where we have written off loans as being actual 
losses, as of June 30 of last year, there were $65,900 that we had 
written off as a complete loss. That is on direct loans. And on 
deferred loans, we had 1 loss of $4,279. 

Now, since that time, my recollection is that there have been maybe 
2 or 3 additional loans in which we have experienced a loss. The ones 
in which there have been a loss have been in the category, almost 
without exception, where there has been a Government contract and 
we have provided financing to assist a firm that was working on the 
contract, where he was unable to perform and finally gave up the job, 
and we had a loss, and we had an assignment of the contract as 
collateral. 

Mr. Anprerson. That is enough, thank you, in response to that ques- 
tion. Now, in the limited loan participation plan, how is the risk 
divided between the Small Business Administration and the bank ? 

Mr. Barnes. We are always equal partners with the bank in the 
loss, in that neither the bank or the Government are paid off first. 
Any funds received are divided in the portion to which the parties 
have agreed to share in the loan. 

In the limited loan participation plan, since we will take up to 75 
percent of the loan—in no case has our loss been greater than that, 
but I don’t recall that as yet we have had a loss, and that program 
has been in effect a little over a year. We don’t have any experience 
yet to indicate a rate of loss. 

Mr. Anperson. Is the Government interest rate the same as the 
bank interest rate on your limited loan participation plan? 

Mr. Barnes. Yes, sir. 

Mr. Anperson. You get the same interest ? 

Mr. Barnes. Yes, sir. 

Mr. Anperson. Have there been any general changes in the interest 
rate under your general plan of operation, since the full imposition 
of the Administration’s high interest. policy ? 
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Mr. Barnes. No, sir. 

Mr. Anperson. You have seen no basic change in the level of 
interest ? 

Mr. Barnes. You mean that we charge? 

Mr. Anverson. The interest that you receive, yes; that you charge. 

Mr. Barnes. No, sir. 

Mr. Anperson. How do you account for that in view of the fact that 
the requirement says that the loan shall bear interest at the rate pre- 

yailing in the area where the money loaned is to be used? I think 
there is a pretty general consensus of opinion throughout the country 
that everybody is having to pay higher interest rates, and yet you say 
your interest rates have 1 not gone up. 

Mr. Barnes. The top limit on our rate is 6 percent and the minimum 
is 5. That gives only 1 percentage point differential, the 5 percent 
being fixed by our loan policy board, and we have been for the most 
part making our direct loans at 6 percent exclusively. 

The only places where I know where there is a variation—it is 
greater than our maximum. That is there are certain parts of our 
country where they are charging more than 6 percent. But since that 
is a limit, on us, we can do nothing about it. 

I have reason to believe that this may have an effect on our partici- 
pation from banks in those areas. 

Mr. Anverson. Thank you. 

The Cuamman. Mr. Henderson. 

Mr. Henperson. Continuing that line of questioning just a moment, 
how do you mean it will have an effect upon the participation ? 

Mr. Barnes. Well, if a bank is able to loan its funds at 614 or 7 
percent, it is not likely to participate in a loan with us where it can 
only receive 414 percent as a maximum. 

Mr. Henperson. I want to say, Mr. Barnes, that I am sympathetic 
with the principles of H. R. 3109, whether it be to the end of the fiscal 
year or for the added month. 

I also want to take this opportunity to say that I appreciate the 
work that your Administration has been doing. I know personally, 
in my own district in southeastern Ohio, of the work that has been 
performed there, and the courteous treatment, and, more than the 
loaning function, the advice that constituents of mine have received 
from your Cleveland office when they have gone there to inquire about 
the possibility of loans. 

Now, has this loan volume increased through the years since the 
Small Business Administration has been in operation ‘ 

Mr. Barnes. Yes; there has been an increase, a steady increase, more 
noticeable during the past year to 18 months, and I think part of that 
is due to the fact that people are more familiar with, and understand 
our program better, and referrals are made by banks which participate 
in loans, and things of that sort. 

Mr. Henverson. What is the peak for your activity, during the 
year ¢ 

Mr. Barnes. Usually in the spring, and in the fall. As we get into 
the months of July and August, there seems to be a sl: wkening off. 
There has been in the past. And, of course, there is usually a slacken- 
ing off in December, with less working days. It is late in January 
before it starts picking up again. 
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Mr. Henperson. I know that there are no prophets in the room, but 
do you contemplate that the continued increase in volume, or demand 
for loans, will project itself into the next fiscal year? Would you 
suppose that it will be an increase in demand? 

Mr. Barnes. We have allowed for an increase in the remainder 
ot these 6 months. We have not yet made a formal estimate to the 
Bureau of the Budget, and will not be required to do so until about 
April. We feel we will then have a much better view of what may 
be coming up next year. 

Mr. Henprerson. It would seem to me, just to make an observation, 
that because of the publicity, and because of the activity of your 
Administration, that there will be an increased demand and volume 
of loan applications and that in itself is the best testimony of the kind 
of work your Administration has done and also is the best kind of 
recommendation for the continuation of your agency. 

Those are all the questions I have. 

The Cuatrrman. Mr. Breeding. 

Mr. Breepinc. Mr. Barnes, | come from an area that is stricken 
with this terrible drought trouble. We are losing businesses in my 
area by the hundreds. Is there any provision that we can have, or any 
leniency in provisions, whereby these people could acquire credit or 
money or loans, and carry them for perhaps a time when things get 
better ? 

Mr. Barnes. Yes, sir; we have authority to make drought-disaster 
loans. We have made some loans. I went on the trip with the Presi- 
dent to the drought area last week, and in each place along the route 
met and talked with businessmen and bankers to get their suggestions 
as to what could be done to make our program more effective and to 
improve it. 

The difficulty with the drought type of loan is that it is sometimes 
very difficult to ascertain whether the need for the loan is caused by 
the drought or by other factors. It is not a clear situation as in the 
case of, we will say, a flood loan, where you know what caused the 
damage. 

And since this makes a difference of at least 3 percent in the interest 
charged on the loan, we have considered some as business loans where 
it was not clearly ascertainable that the trouble was caused by the 
drought. We are just engaged in putting in a new plan that we think 
will be more effective. We will appoint committees of local business- 
men and bankers, as we have done in the past in the flood areas. 

Many of the members have had experience with our programs in 
flood areas, and we will do the same thing in the drought regions— 
appoint local committees which we will ask to pass on and give us 
their recommendation as to whether this is a drought loan, and as to 
the past record of the borrowers as they know it. I think this will 
result in us being able to make some loans where we have been unable 
to or might not be able to without the presence of such local 
committees. 

Mr. Breepine. | appreciate that thought, because so much of the 
area is in pretty bad shape. It seems as though interest rates are high 
and the banks can only go so far. But over a period of years, if that 
could be extended, we will say, for a length of time, it is doubtful 
whether anyone would lose any money, I have seen it happen before. 

What is vour interest rate? 
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Mr. Barnes. On drought loans it is 3 percent. 

Mr. ane That is much cheaper than private money in our 
area. We havea high interest rate in our area. 

Mr. Barnes. For that reason, since the law says that we must limit 
it to drought loans, we have had a problem in ascertaining whether 
the trouble was caused by the drought or something else. 

Mr. Breepine. I think the idea of the committee to work those out 
is very good. I think it should be set up. 

That is all. 

The Cuatrman. Mr. Chamberlain. 

Mr. CuHampertain. Thank you, Mr. Chairman. 

Mr. Barnes, you have been questioned here in regard to the infla- 
tionary effect that the granting of this additional authority might 
possibly have on our economy. 

Assuming that these loans are all necessary, that you need this 
additional $65 million for the applicants, would you care to specu- 
late on the effect on our economy, 1n respect: to inflation, if this addi- 
tional authority were not available for these applicants who need 
these loans ? 

Mr. Barnes. Well, these are all individual cases where a business- 
man has a problem. Whatever effect it has, it is spread across the 
whole country. 

When I say it is not inflationary, I mean, certainly, any new 
construction involved in any of these loans would not tend to be. 
I have seen announcement by some large concerns and insurance 
companies, that they are building office buildings that will cost 
as much as the entire amount involved in this program for the next 
6 months. 

So as I said earlier, it is a matter of degree—how much effect 
it would have on the economy as to increasing the forces of inflation. 
But I think that if the funds are not available, it certainly will have 
an effect on a number of individuals in various parts of the country 
who have individual problems. 

Mr. CHAMBERLAIN. Let’s put it this way: By virtue of these loans 
that you are making, are you per mitting these businesses to remain 
in business that perhaps ‘without this additional he might not be 
able to remain in business? 

Mr. Barnes. In some instances, yes; but more often these are 
businesses that are successful and are able to handle an increased 
volume if they can obtain additional working capital and additional 
machinery and plant space—that sort of thing. and therefore it is not 
as often someone who is going out of business if they don’t get the 
loan. 

Mr. CHamBeEriAINn. Is your staff adequate in all respects to process 
all of these loan applications in all of your offices throughout the 
country, Mr. Barnes? 

Mr. Barnes. No, sir: it is not. 

Mr. CHAMBERLAIN. Would you care to comment on that? 

Mr. Barnes. Our budget and staffing was planned last year on 
an estimated volume of. 350 loans per month. We have actually 
received almost twice that amount. In other words, with a staff 
that is geared to handle 350 loans per month we have been handling 
600 or more for a number of months and we have been able to do that 











AMENDMENT TO SMALL BUSINESS ACT OF 195 33 


by some extraordinary measures—overtime, and some of them tak- 
ing material home with them, and various other ways. 

However, we are now planning, and we will have to have, an increase 
in staff, which is planned in our appropriation request, which is not 
before this committee, and we will employ enough staff to process 
the volume of applications we are now receiving. We hope then 
to work into the backlog of loans that we are not able to process with 
the present staff. 

Mr. Cuampertain. How long does it take to process an average 
loan ¢ 

Mr. Barnes. These limited loan participation plan loans are ap- 
proved generally within 2 days or 3 days after they are filed in our 
oflice. The longer business loans are more complex, and it takes 2 to 
3 weeks. 

Mr. CHAMBERLAIN. Mr. Barnes, that concludes my questions. I 
would like to say, in regard to the political note that has been in- 
jected into your testimony here, that I am in agreement with you in 
your statement that the political activity of people from both parties 
has created a great interest in the Small Business Administration. 
I know partie ular ly in my district, because of the wide publicity that 
it got, I received many inquiries about the Small Business Administra- 
tion from people that had heard these comments on the radio, on the 
television, through the appearance of some candidate for office of one 
kind or another. 

[ fee] that because of that wide publicity that it accounts for the 
increase in the volume of loans at this particular time. 

[ should like to further state that, in respect to our district, we have 
had no complaints whatsoever as to the administration of your office. 

The CHatrMan. Mrs. Sullivan. 

Mrs. Sutiivan. I defer for the moment, Mr. Chairman. 

The CHAatrMAN. Mr. Brown. 

Mr. Brown. All I have to say, Mr. Barnes, is that you have been 
doing a good job and I hope your request is acted on favorably and 
immedi: utely. 

Mr. Barnes. Thank you, sir. 

The CuarrMan. Mr. Kilburn. 

Mr. Kirpurn. Mr. Barnes, this bill provides for $65 million in 
additional funds until June 30. 

Mr. Barnes. Yes, sir. 

Mr. Kitpurn. And did you say before I came in that you wanted 
$15 million more for July ¢ 

Mr. Barnes. Yes, sir. 

Mr. Kiteurn. If that is the case, then apparently you feel that you 
are going to have to have $15 million each month, over and above the 
amount to be paid into the revolving fund. 

Mr. Barnes. Yes, sir. 

Mr. Kirsurn. How many years is that going to goon? This could 
build up to billions at that rate. 

Mr. Barnes. We have made some studies that would indicate that 
we will reach a point at which the repayments will provide funds 
which will balance off new loans made. It isn’t there yet and changes 
in demand for loans, of course, could make a difference in that. 

A year ago I wow have set a small figure, of $250 million, would 
be the point. Now I don’t know, sir. 
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_Mr. Kireurn. That, of course, is to be considered in later legisla- 
tion. 

Mr. Barnes. Yes, sir. 

Mr. Kirgevrn. But if this is considered and if the new legislation is 
considered and passed before June 30, all you want now is the $65 mil- 
lion extra up to June 30? 

Mr. Barnes. Yes, sir. 

Mr. Kitsurn. That is all. 

Mr. Parman. Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Mr. Barnes, in restricting it to 5 minutes, I was appar- 
ently very abrupt a while ago and necessarily I was because of the 
restriction of time. But in mentioning politics, the impression has 
gotten out that the Democrats have been holding you back, and that 
you are in a squeeze now, and you can’t make loans. If it hadn’t been 
for the Democrats holding you back you would have had plenty of 
money to make loans. I w vant to make it clear that we had not, when 
we were in power, impeded your progress in any way and you made 
that very plain. 

Mr. Barnzs. Yes, sir. 

Mr. Parman. And I am grateful to you for it, because the i impres- 
sion was out that the Democrats were trying to hold you back. The 
Democrats are not trying to make political hay out of this, nor are 
the Republicans, I don’t think. We are both working together, trying 
to do what we can, but we don’t want one side to have an advantage 
by the impression getting out that the other side is hindering you. 
That is what the point is I was trying to make. 

Mr. Moxrer. At that point, would you yield so I can place on the 
record what the history is with reference to that? 

Mr. Patman. Yes. 

Mr. Mutrer. When this bill was first brought to us it came in as 
the Hill bill, who was then chairman of the Small Business Commit- 
tee, and it was his bill, H. R. 5141, that this committee reported out. 
At that time, Mr. Patman and I joined in pointing out that the amount 
set forth for the limit as to loans and the authorizations under that 
act would be insufficient. 

Those were additional views that Mr. Patman and I joined in at the 
very time we enacted this bill originally. Then in 1955 this committee 
considered H. R. 7256, which was my bill, brought here at the unani- 
mous recommendation of the Small Business Committee, and this 
committee voted it out with an increase in authorization, and that is 
the way the bill went to the Rules Committee and we were told that 
that bill would not get a rule unless we cut back the amount of the 
authorization, and then it was finally brought up and passed on the 
last day of the session, only after, as we were then told, it was cut 
back at the insistence of the administration. 

We then pointed out that the amount of the authorization was 
insufficient, and just as we did point out the administration had to 
come back for additional funds in 1956, because by December 1955, 
they were out of funds. 

Now we have the same situation again. 

Mr. Patan. I think it is admitted that we have been trying to be 
generous with the Small Business Administration. No one can deny 
that. I do urge you, Mr. Barnes, to advise small-business concerns, 
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particularly partnerships, and individual proprietorships, that they 
can get advantages under our present tax laws, in many instances, 
by filing returns as corporations, under the 1954 act. 

I feel that that should be specifically pointed out by the Small 
Business Administration. If you just send them a book or ask them 
to write for a book, that doesn’t mean anything. But if you will 
specifically mention that I think it will be helpful. 

Another thing, I wish you had come up with a program to finance 
school bonds. ‘There is no reason why the Small Business Adminis- 
tration shouldn’t take school bonds and hold them until the market 
will accept them like the RFC used to do. The RFC made money 
on that, never lost a penny. At the same time, it took all the school 
boards over the Nation that were good and rendered a very good 
service that way. 

Now we have no agency doing that. I think it is very necessary 
that some agency get up a program and I wish you would give that 
consideration. 

Another thing is the pooling provisions. That is a provision that 
Mr. Multer and I worked on for a long time, through the Small 
Business Committee, it was adopted here, to let people pool their 
applics ation, instead of being restricted to $250,000, that 2 could go 
in and get $500,000 and 10 could go in and get $2,500,000. 

Keeping up with your agency, as I have had an opportunity to do, 
I have only discovered about two pooling loans. Is that correct? 

Mr. Barnes. That is correct. Those are only two applications, 
Mr. Patman. 

Mr. Parman. Have you given publicity to that, to let people know 
what could be done? 

Mr. Barnes. Yes, sir. And we have particularly pointed out to 
certain trade associations or groups that we thought might not know 
about it. 

Mr. Parman. You accept them as individuals whether they are 
actually in business or not, do you not, if a fellow wants to go into 
business ¢ 

Mr. Barnes. Well, the Boston Fisheries loan was created—well, 
both loans were made to new corporations which were organized for 
the purpose. 

Mr. Parman. Each could be an individual, too, could he not? 

Mr. Barnes. Yes. 

Mr. Parman. You don’t require a corporation or partnership / 

Mr. Barnes. No, sir. Their attorneys usually advise them to in- 
corporate because they can handle their own internal interests better. 

Mr. Parman. That is right. 

Mr. Barnes. In this pamphlet that I mentioned on foreign trade, 
we pointed out the advantages of pooling arrangement, how small 
companies could consolidate their activities and obtain financing and 
also tax advantages in selling excess profits in foreign trade. 

Mr. Patman. In other words, they get that 14 percent right off, 
don’t they ? 

Mr. Barnes. That is right. 

Mr. Patman. And if they are oil companies, they get 2714 percent 
here on domestic and 271% percent over there on foreign pro uction, 
too. 
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One other question: You ask here for authorization to use capital 
funds to employ additional personnel. If we did not insert that in 
the bill, you could still get that through the Appropriations Com- 
mittee, couldn't you? 

Mr. Barnes. Yes, sir. 

Mr. Parman. I am inclined to be against that part of it. I am 
for your appropriation of $65 million, or $80 million, or even more 
than that. But I don’t see why you shouldn’t make a case before your 
Appropriations Committee for vour additional personnel. That is 
customary. All agencies do that. 

Mr. Barnes. Mr. Patman, we are going to. We have hearings before 
them. We consulted with them before we made the request and before 
we took the action which we did, which was to allocate some of our 
administrative expenses in the fourth quarter to us now, in getting 
additional people to process this increased volume of loan applications. 

Mr. Parman. It doesn’t look like good business judgment normally 
to use your capital to employ people that way. 

Mr. Barnes. No, sir. 

Mr. Parman. Normally you wouldn’t be for that, would you? 

Mr. Barnes. No, sir. 

wor Patman. And you couldn't get it unless it was in this bill, 

that right? 

"Me. Barnes. It is an appropriation item. 

Mr. Parman. That is an important point. If you can get it without 
it being in here I am for striking it out of this bill. But if you can’t 
get it any other way, I would be willi ing to leave it in here. 

Mr. Barnes. It is not in this bill, sir. This bill relates only to in- 
creasing the loan limitation. 

Mr. Parman. Your statement included it and I assumed it was in 
the bill by reason of the fact that your statement included 

Mr. Barnes. That was just for bac ‘kground information. 

Mr. Patman. I see. That is all right,then. That is all. 

Mr. Murrer. Mr. Chairman. 

The CHarrman. Mr. Multer. 

Mr. Muurer. Mr. Barnes, earlier I was about to ask you about 
situation that occurred in August of 1956. Notice went out from 
your agency that you had set up hearings or clinics under the juris- 
diction of your Administration right across the country for the 6 
weeks immediately prior to the November 1956 election, and the 
last statement in that announcement was to the effect that there would 
be a further announcement in the future as to other such meetings 
and clinics. 

Why did it take from November 1953 until August 1956 to set up 
that kind of a program ¢ 

Mr. Barnes. The first meeting of that type that we held was held 
in February of 1956, and it was largely accidental that we learned 
the interest in the particular type of meeting—where we could get 
invitations to bid from nearby agencies and could bring in civilian 
and defense agencies. We conducted about 3 or 4 of such clinics in 
the spring, and following the one we had in Baltimore in June, which 
happened to be covered and written up in a national publication, we 
received requests and invitations from communities in various parts 
of the country that were the basis for our planning what we did in 


the fall. 
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We have continued those meetings. In December we held one in 
Cleveland. We have 1 or 2 scheduled in the Midwest now, but we 
didn’t have a separate item in our budget for it, and I have made : 

request for such an item in our next year’s budget. 

Now, the timing was solely due, in my opinion, to the publicity that 
was received in June from the Baltimore conference which led to the 
many requests that we have them elsewhere. 

It also coince — with the start of the principal purchasing activity 
in this fiscal ye I had a choice to make. I realized that if the 
meetings were held it might be alleged that there might be some polit- 

cal aspect to the meetings. However, I felt that to postpone it be- 
aa September would be to make these concerns miss the chief period 
of purchasing in this fiscal year and that there was more to be gained. 

So wherever we held a meeting, I sent letters to every Member of 
Congress regardless of party and advised them of what we were plan- 
ning to do, invited them to be present. In some cases they came and 
in other cases they didn’t. In every instance we asked a local civic 
nonpartisan or political group to take the lead in sponsoring the meet- 
ing and tried to keep it on a civic plane, where it was bringing oppor- 
tunities for business in that community. 

Of course, this type of meeting was tried elsewhere. The new thing 
we brought was the participation in the meetings by civilian agencies 
which do a large amount of Government purchasing, and the presence 
of actual invitations to bid, which I found and saw personally, meant 
more to businessmen since they could examine them and tell exactly 
what they wanted to do. 

Mr. Mu trEr. The point I am making, sir, is that at no time, except 
that one instance in August 1956, at no time since November 1953, 
has there been any announcement, except that one time, of 50 meetings 
across the country, and then just before the election of 1956. 

How many of those meetings were canceled out 

Mr. Barnes. I would imagine probably 5 or 6. 

Mr. Murer. I don’t mind telling you, sir, that the Small Business 
Committee has received dozens of compl ints, right across the coun- 
try, that they were being invited to captive audiences that were being 
used for political purposes. I hope that doesn’t happen again. 

Now, with reference to your request now for this additional sum 
of money, I think this entire committee is in agreement that you need 
more than the $65 million. Iam sure that the Small Business Com- 
mittee would be unanimous in urging and recommending supporting 
a request for $80 million through July 31, 1957, and I will offer such 
an amendment at the appropri: te time. 

Now, with reference to whether or not you are asking enough money, 
I would like to direct your attention to the fact that your January 
23, 1957, release shows that you reached a record, for December 1956, 
of ‘approved loans, totaling $18,154,000. 

Now, you are averaging this out to get your $80 million at about $12 
million a month; are you not? 

Mr. Barnes. Yes, sir. That was a gross figure, and the SBA share 
was somewhat less than $15 million. 

Mr. Mutter. You have got to have the total amount or you can’t 
operate your loan program; am I not right? 

Mr. Barnes. No, sir. 

Mr. Mutter. How much of that $18 million do you need ? 
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Mr. Barnes. Mr. Multer, here is what causes the difference in fig- 
ures. On deferred participation loans, it is not necessary to have in 
reserve the full amount of the commitment under the loan, because in 
only very few of them is there a call on the Government to purchase 
its share. 

Mr. Muurer. How much of the $18,154,000 approved for December 
1956, do you need, does your agency need ¢ 

Mr. BARNES. $15,092,000. 

Mr. Muurer. Then why don’t you take the $15 million as your base 
per month, rather than $12 million? You indicate that the applica- 
tions are going to increase. If the applications increase, I assume 
your approv als will increase ? 

Mr. Barnes. May I let Mr. Hanna, our comptroller, answer that 
question ? 

Mr. Motrer. Certainly. 

Mr. Hanna. Mr. Multer, the $15 million in December, pe rhaps was 
not on an average basis of what our loans have been running during 
the past year nor the manner in which we have projected them. Our 
average size loan, considering only the SBA share, has been about 

$36,000 for the loans approv ed. 

Mr. Mcurer. Yes, but you see the fallacy of averaging it, for your 
purposes of estimate, is that you take the lowest amount, and all the 
amounts up to the highest amount, total it up and divide by the total 
number of loans and you have an average, a mean average. Statisti- 
cally that is an average, but you-can’t figure that way. You must 
figure that if you are in a period when you are going to get increased 
applications, that the amount you require must necessarily go up. 
It is not going to go down to the lowest amount or to the mean amount, 
but it is going to go up to the highest amount and possibly over it. 

Mr. Hanna. That is true, Mr. Multer. However, the average we 
used was for the current fiscal year only, not the cumulative average. 

For the current fiscal year, the average size loan, SBA’s share, was 
$36,115. The average size total loan was $43,786. The limited loan 
participation type loans are instrumental in keeping that average 
down. 

Mr. Mcurer. I think you have taken the wrong base. 

Mr. Barnes. In the December figure, Mr. Multer, there was the 
million dollar loan which was made to one concern, in a pool loan, 
which doesn’t occur every month. So that distorted the figures for 
December. 

Mr. Mutrer. Even with the distortion of figures, I am pointing out 
to you that you should not base the rest of it on averaging the amounts. 
You have got to figure what the situation is today. I think in your 
statement you say you anticipate an increase in the number of loans, 
which means also in the amounts, that is the aggregate amount, not 
the average amounts, and, therefore, you have got to anticipte not less, 
or an average amount that is going to ‘be the equivalent of the last year, 
but you are going to have to anticipate that you are going to lend 
more money. 

Mr. Barnes. We have a schedule showing how we arrived at this 
estimate. We might put it in the record. 

Mr. Mutter. I would appreciate your putting it in the record. 





(The data requested above is as follows:) 


[In millions of dollars] 


Estimated requirements: 
700 applications per month resulting in 350 approvals at $36,000 
average (SBA share) = $12.6 * 6 months siebcatiees dcktaor 
Backlog reduction, % of December 31 = 400 applic ations, 200 approv- 


is A SEG We bad cs beeen 62 Ae hs ie Py ee 


Total estimated requirements____.-.-_---_ puck ecehed ne ienstsskacs 82.8 
j 


Estimated available commitment authority: 
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Balance 00) Bi, We cncudane Basan ‘ aa 12.9 
istimated principal repayments 6 months at $1.5 icc bectndanspeaebes 9.0 
i stimated cancellations, 10 percent_____------_- ee eS 8.3 

} Total estimated avatiadls...... 2. ..5.2--- Sone ee SA ee 30. ; 
Be ee a ee ee a 
| Add reserve. a i NE ad a a ssh Dsichlpicatiersnsbssenuasiel i an 
Total increase requested__—_~--~-~- abt fe ted BU ck ue etc aimee 65. 0 


Mr. Motrer. Mr. Chairman, may Tiles Mr. Barnes’ attention to 
this statement with reference to the statement he made earlier about 
the reason for failures. I am referring now to Business Week of 
January 12, 1957, where it says that more businesses bit the dust last 
year than in any year since 1941. Dun & Bradstreet, the credit report- 
ing agency, estimates that this is 16 percent more than in 1955, and 
doth ar lik ibility of the failures was up 25 percent. 

Now I quote: 

Tight money, stiffer competition, and the boom in mergers were the chief 
factors working against the small-business man. 

It is my recollection that the Dun & Bradstreet reports that I have 
seen—and I follow them fairly closely—also bear that out, rather 
than the statement you made, in which I think you are mistaken, 
that the main reason for these failures in small business is bad man- 
agement. That was one of the factors, but not the main factor. 

Mr. Barnes. May I also file the Dun & Bradstreet report to which 
I did refer ? 

Mr. Motrer. I wish you would. 

(‘The data referred to above is as follows :) 
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The Cuarmman. Mr. Barnes, if we increase the authorization to 
$80 million, I presume you would go before the Appropriations Com- 
mittee and ask for the additional appropriation, would you not? 
So that could be utilized. 

Mr. Barnes. To the extent that it was necessary to vary it. We 
won’t need quite as much appropriation as authorization. 

The CHairman. But the Appropriations Committee has to ap- 
propriate into the revolving fund from which you get your money ? 

Mr. Barnes. Yes, sir. 

The CuHarrman. And it would necessarily involve an increase in 
appropriations. 

Mr. Barnes. Yes, sir. 

The CuairmMan. You would ask for that if we gave you the addi- 
tional $15 million; you would ask for an additional appropriation ? 

Mr. Barnes. Yes, sir. 

Mr. Murer. Has the Loan Policy Board considered the maximum 
amount you should ask for, for loans ? 

Mr. Barnes. No, sir. 

Mr. Mutter. That has not been submitted to them at all? 

Mr. Barnes. No, sir, that is an administrative function. We make 
our estimates and recommendations to the Bureau of the Budget and 
they audit them, and it is done as an administrative matter. 

Mr. Murer. One other question with reference to the Policy Board. 
You said earlier in answer to one of the other member’s questions that 
the minimum interest rate of 5 percent was fixed by regulation of the 
Loan Policy Board ? 

Mr. Barnes. That is correct. 

Mr. Mourer. Isn’t that directly contrary to the provision of the 
statute, that you should use the prevailing rate, except that it shall 
not exceed 6 percent ? 

Mr. Barnes. Yes, sir. The law fixes a maximum. 

Mr. Moutrer. It also refers to charging the prevailing rate? 

Mr. Barnes. Yes, sir. May we go off the record just a minute? 

Mr. Murer. Yes, sir. 

(Discussion off the record.) 

Mr. Mutrer. Back on the record. It is my recollection that the 
Small Business Committee in conducting its hearings found that some 
loans were being made at 6 percent by SBA, where local banks were 
making loans at 4, 414, and 5 percent and as a result of that, we 
wrote into the statute the provision for the prevailing rate. 

Then we found later that SBA was charging more than 6 percent 
in some areas because the prevailing rate was more than 6 percent. 
In some places banks were charging 7 and 8 percent and SBA followed 
suit. Then we wrote into the statute the additional language that it 
should be the prevailing rate but never to exceed 6 percent. 

Now today the situation may be different. There may be no banks 
lending at less than 6 percent today. I don’t know. I haven’t inquired 
into it recently. But certainly if there are banks lending at less than 6 
percent as we found at one time in our hearings, then you should not 
have the arbitrary rule fixed by the Loan Police ‘y Board that the mini- 
mum should be 5 percent. 


[ think that is the arbitrary rule rather than the one fixed by law. 
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The Cuarrman. We will go into all of those matters when. we con- 
sider the extension of the agency, which will have to be done in a few 
months. 

So, if there are no further questions 

Mr. Barnes. Mr. Chairman, one thing. In answering your question 
about the Appropriations C ommittee, we will have to consult with the 
Bureau of the Sadaet about exactly what we should do, because 
it is a different fiscal year, and we will deal with that problem, with 
the Appropriations Committee and the Bureau of the Budget. 

The Cuatrman. I understand you have some influence with the 
Bureau of the Budget ! 

Mr. Barnes. Well, I like to think that I can see them to make ap- 
pointments in any event. 

The Cuarrman. Well, you will do the best you can to get the addi- 
tional appropriation to make the increase ? 

Mr. Barnes. Yes, sir. 

The CHarrman. If there are no further questions, the committee 
will adjourn and meet in executive session tomorrow. 

We are very glad to have your views, Mr. Barnes, and I am quite 
confident you ‘will get all the money you have asked for. 

The committee will adjourn to meet in executive session tomorrow. 

(Whereupon, at 12:15 p. m., the committee adjourned to reconvene 
in executive session the followi ing day, Thursday, January 24, 1957.) 
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